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Objects of the Society 


“To cultivate, promote and disseminate knowledge and 
information concerning accountancy and subjects related 
thereto; to establish and maintain high standards of 
integrity, honor and character among certified public ac- 
countants; to furnish information regarding accountancy 
and the practice and methods thereof to its members, and 
to other persons interested therein, and to the general 
public, to protect the interest of its members and of the 
general public with respect to the practice of account- 
ancy; to promote reforms in the law; to provide lectures, 
and to cause the publication of articles, relating to 
accountancy and the practice and methods thereof; to 
correspond and hold relations with other organizations 
of accountants, both within and without the United States 
of America; to establish and maintain a library, and read- 
ing rooms, meeting rooms and social rooms for the use 
of its members; to promote social intercourse among its 
own members and between its own members and the 
members of other organizations of accountants and other 
persons interested in accountancy or related subjects, 
and to do any and all things which shall be lawful and 
appropriate in furtherance of any of the purposes here- 


” 


inbefore expressed 


—From the Certificate of Incorporation. 

















How to ACCOUNT for a 
HAPPY ENDING 


»«» every month! 





“4A happy ending ence 

happy smile. She nageesee 
her month-end work promptly 
and accurately. Not only was 

a Trial Balance obtained as ; 
a by-product of transferring 
the account balances to the 
Customers' New Statements, 

but the Age Analysis was” 

also completed all as 

the same operation on this 
Model A Underwo 
Accounting Machine. 
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Underwood Corporation 


Accounting Machines... Adding Machines... 
Typewriters...Carbon Paper...Ribbons 
One Park Avenue New York 16, N. Y. 
Underwood Limited, 135 Victoria St., Toronto 1, Canada 
Sales and Service Everywhere © 1949 
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Even at the end of the month, there is no peak load 
to keep this young lady working late*. The Trial 
Balance agrees with the General Ledger Accounts Re- 
cetvable Control. 

Why? 

Because day after day as she posted every debit and 
every credit, this Underwood Sundstrand MODEL A 
Accounting Machine automatically balanced each 
Customer’s Statement and Ledger Account. 

And, it automatically proved the accuracy of each 
posting...the instant it was completed. 

With this low-cost Underwood Sundstrand machine, 
this operator posts the Customer’s Statement and 
Ledger Account and prepares the Daily Journal... 
all in the same operation. 

Also, with this machine, she posts the Accounts Pay- 
able and prepares her company’s Payroll...additional 
jobs which are quickly done, with absolute accuracy. 


Adaptable to Your Business—Large or Small 


Underwood Sundstrand Accounting Machines are 
now saving days and dollars for every kind of busi- 
ness. They’re used for Accounts Receivable, Accounts 
Payable, Payroll Records, Stock Records, Sales Analysis 
Records...and many other applications. 

You'll find an Underwood Sundstrand model to meet 
your individual requirements. Call your local Under- 
wood office for full details. Or send for illustrated 
folder today! 
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ALL KINDs of attractive bait these days can 
hook a General Manager on inventory. 

If he slices inventory too thin, he loses 
orders. If he fattens it up, price breaks and 
carrying charges may burn up capital. 

But he needn't be hooked. McBee 
Keysort cards report daily ...at less cost 
than any other method: 

1, What is and what isn’t being sold. 
2. What is on hand...and how Jong it’s 
been there. 


3, What must be bought or made... when. 





The lines are out for general managers 


Sales planning is easier because McBee 
Keysort permits coordination of orders 
and sales pressure with inventory. 
Production planning is tighter because 
Keysort allows for quick adjustment of 
material purchases, manpower and ma- 
chine requirements with inventory. 
McBee provides up-to-the-minute ifven- 
tory facts executives need with simple, in- 
expensive, flexible machines and methods. 
There’s a McBee man near you. Ask him 
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The magic McBee Keysort card. 


When notched, the pre-coded holes 
along the edges make this card me- 
chanically articulate. They make it 
easy to collect a wealth of data... 
classify it... file it... find it’... 
use it... quickly and accurately. 
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THE McBEE COMPANY 


> 
MCBee 
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_ Sole Manufacturer of Keysort, 
The Marginally Punched Card. 
295 Madison Ave., New York. Offices in 
principal cities. McBee Co., Ltd., 310 
Spadina Ave, Toronto 2B, Ont., Can. 
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What’s Behind a Financial Statement 
By R. G. Rankin. DousLepay & Co., INc., 
New York, N. Y., 1949. Pages: 160; $2.00. 
\ business non-accounting executive picked 


noted the foreword 





was written 

n the assumption that many business 
executives, bankers, investors, lawyers and 
others engaged in business will welcome 


a broad outline of the fundamentals of 





Being both an executive and an investor, he 
was interested and having some time one 


evening, sat back comfortably and _ started 























fraud before it has reached sizable propor- 
tions” (p. 25) mentioned in introducing the 
topic didn't seem quite in accord with the 
situation in his firm. He made a note to check 
on that. Continuing his reading, he covered 
internal control of cash. He was pleased that 
he had a mental picture of his company’s 
organization chart. It would be quite difficult 
for a reader not in our man’s position to fol- 
low the author from the Cashier’s Depart- 
ment, to the Treasurer, the Mail Department, 
the Bookkeeping Department, the Accounting 
Department and yet understand the signifi- 
cance of division of responsibility. This 
thought, as later developed, recurred fre- 
as our reader made his way through 























to read 1 ‘ 
On t of the text (p. 11) he was pee : ‘ ; 
told t s equal credits and at the end Chapter V was easy to follow being wert 
. Cha page and a half later he“ rned with the routine for handling credit 
; sales, retail sales and public service company 
me. The topic was introduced as lacking 
\n appropriate closing th ur. (p. 33) “It seems,” thought our 
» « uin why t propriet persistent re the office the ac- 
t al. accounts in countants ma to-do about the ac- 
’ the capital ( g ¢ », as differing from 
: a ts ¢ L tion) are er concepts and re were some heated 
I mv t lial es on the liscussions on the subject when the account- 
credit side ( et inswer ant, the chief engineer, and the sales manager 
S sim] Yer ( ders the entet got together.” In the book, all was simple— 
ntur¢ entity separate and — concerned solely with recording and collect- 
distinct e owners, who contribut ing sales income. The next chapter dealing 
the capital. The « first, is liable to with disbursements developed the mechanics 
editors for debts contracted and, second, and the techniques for preventing fraud. 
le to yners capital Our executive was coming along fine until 
ited and profit t withdrawn fr he started Chapter VII, “Ledgers and Jour- 
the | nals” and read (p. 50) 
LSS] LLABILITIES plus “You may assume that the journal is not 
; s an important record because it does not 
PROPI FORSHIP ACCOUNTS rate a separate chapter. Actually, no set 
coveri det ind credit. in uble-entry books would be complete 
crease ; crea et. liabilit \ it a journal. That becomes apparent 
Darn aah ea aa Was nt balances nsider the following types of 
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TABULATING... In any emergency, 
you can count on STATISTICAL to 
take care of your tabulating require- 
ments. Remember, STATISTICAL op- 
erates the largest independent punched- 
card tabulating service in the country 
and has the skilled personnel to serve 


you quickly and economically. 


HELP WHEN YOU NEED IT...ON INVENT 


CALCULATING..STATISTICAL’S 
facilities for calculating provide the 
answer to the problems created by 
peak loads at inventory time. No per- 
sonnel to hire and train, no equipment 
to buy—when you turn the job over 


to this experienced organization. 


Phone WHitehall 3-8383 for full details 


(In Your Office or Ours) 


STATISTICAL TABULATING COMPANY 


Established 1933 


M. R. Notaro, President 


50 Broadway - NEW YORK 4, N.Y. - Phone WHitehall 3-8383 


CHICAGO 4 


53 West Jackson Blvd. - Phone HA. 7-2700 


ror 





ST. LOUIS 1 
Arcade Building - 


Phone CH. 5284 











THE TAX BOOKS OF THE YEAR © FOR THE YEAR 


. » » known, used, and endorsed by accountants since 1917 





THE RONALD PRESS COMPA 


EVERYTHING YOU NEED FOR 1949 CORPORATE AND ESTATE TAXES 


Montgomery's 1949-50 FEDERAL TAXES 
Corporations &Partnerships 


{4 concise and complete summation of corporate 
tax laws to keep you alerted to all changes, and 
abreast of the law as it stands today. Essential ‘tax- 
facts’ are presented in the sequence as you will need 
them; code; regulations; amending revenue acts; 
citations; analyses; recommendations. From original 
lead to final check vou have the information you need, 
when you need it, all in one place. Two volumes. $20. 


Estates, Trusts and Gifts 


For all those concerned with estate planning, in 
any form, under any circumstances. Here is rein- 
forcement of authority and accuracy to help you in 
any decision you make relative to estate taxation. 
The bock clearly indicates the effects of the regu- 





lations of the 1948 Revenue Act on the specific 
estate situation. One volume. $12.50. 





1Y « 15 East 26th St. « NEW YORK 10 


When writing to advertisers kindly mention Tur New York Certirten Pustic ACCOUNTANT. 








Ready December 
Subscribe TODAY 





661 














bi : 


BINDERS 
for 
CURRENT ISSUES 
of 
THE NEW YORK 


CERTIFIED PUBLIC 
ACCOUNTANT 


= 
82.25 
(Plus New York City Sales Tax—5¢) 


Made of dark brown Fabrikoid, 
gold stamped 





Available at the Office of the Society 











‘Binding 


THE NEW YORK CERTIFIED 
PUBLIC ACCOUNTANT 


When the magazines constituting the volume are supplied by the 
subscriber the binding charge is $3.25. Each bound volume includes 
twelve issues. 


Bound in brown fabric with title, dates and volume number stamped 
in gold. 


Missing numbers will be supplied, if obtainable, at 50 cents each. 


Binding orders and the magazines to be bound should be mailed or 
delivered to 


THE NEW YORK STATE SOCIETY OF CERTIFIED 
PUBLIC ACCOUNTANTS 


677 Fifth Avenue . - : New York 22, N. Y. 








662 


When writing to advertisers kindiy mention Tue New York Certiriep Pustic ACCOUNTANT. 


November 





Book Reviews 


(Continued from page 660) 


m atical correctness of other accounts car- 
ried in subsidiary ledgers or records such 
as accounts receivable ledgers, note regis- 
ters, voucher registers, cost ledgers, branch 
ledgers, and so on.” 


Turning to the next page, the illustration 
didn’t help much. 

He turned to the next chapter and noting 
its concern with cost accounting, decided he 
had enough for the night. 

Picking up again, several nights later he 
read through the material on accounting for 
the elements of cost, the problem of overhead 
expense allocation and distribution and stand- 
ard costs. Having heard a good bit about 
standard costs in recent years, he was taken 
aback by the author’s statement that beginning 
with Worid War II, fluctuations in produc- 
tion, prices and wages resulted in difficulties 
in maintained records and therefore “under- 
mined the effectiveness of some standard cost 
systems.” It appeared to our reader that 
fluctuations were typical of the pre-war period 
and that ever-increasing production, prices 
and wages typified the war and post-war 
periods. 

The next two chapters concerned with 
inventories and fixed assets were primarily 
concerned with the problems of valuing these 
assets under conditions of rising prices. He 
was a bit confused by what “managements” 
had done, as differentiated with what some 
accountants would like to do and what the 
A.I.A. finally suggested should be done. 
Thrown in for good measure are some of 
the author’s own ideas. 

There was one paragraph in the chapter 
on fixed assets that sounded a familiar note 
but with a different slant (pp. 108-9). 


“If the United States continues to lead 
the world in the production and distribu- 
tion of manufactured goods, managements 
must be willing to risk their reputations 
and stockholders’ money on huge expendi- 
tures for production facilities in order to 
produce more and better goods at lower 
cost. They have done that in the past and 
the record speaks for itself. Stockholders, 
labor, and consumers have benefited greatly 
by those expenditures through larger divi- 
dends, higher wages, and lower prices. So 
has the United States Government through 
greater income tax collections. If Congress 
had no other interest than to protect the fu- 
ture revenues of the Government, it should 
amend the income tax laws forthwith to 
permit business taxpayers to deduct a rea- 
sonable allowance in their income tax re- 
turns for the amortization of the excess 
cost of fixed assets acquired at present 
high prices. Then all parties sharing in 
the profits of business would have con- 


1949 


tributed something to insure, as far as 
possible, the continuation of those profits.” 


He had read only recently that Sumner 
Slichter had estimated so-called under- depre- 
ciation at about one billion dollars a year for 
the past three years. The maximum cor- 
porate normal and surtax on this amount is 
$380 million per year when during these very 
same years corporate expenditures for plant 
equipment ranged between $12 billion and 
$17 billion. Surely government is asked to 
make a modest contribution for expanded 
industrial output. 

The chapter on reserves was difficult going 
and it was followed by one dealing with in- 
come and surplus. The final chapter reviewed 
the significant elements of the balance sheet 
and concluded with a discussion of the posi- 
tion and significance of the auditor’s certifi- 
cate. 

Our reader put down the book with the 
thought that most of it read like an account- 
ant’s report (except for the absence of fig- 
ures ). 

He took the book to the office the next 
day and turned it over to the chief account- 
ant for his comments. The very next day he 
got his answer. 

“The book covers a lot of territory, con- 
tains an excellent resumé of accounting 
technique and some current controversial 
matters. Though I differ with some of the 
points made, that should not detract from 
the book, considering it is so short.” 


MICHAEL SCHIFF 


Graduate School of Business 
Administration 


New York University, N. Y. 


Introductory Accounting 

By George R. Husband and William J. 

Schlatter. PiTMaN PuBLISHING CorpP., 

New York, N. Y., 1949. Pages: xiii + 

695; $5.00. 

The particular volume under review is, as 
the title indicates, a first introduction to the 
subject. As such, it covers ground which, 
during the past generation, has been pretty 
well explored, and which offers therefore a 
minimum of opportunity for original presenta- 
tion. In particular, the volume is, in effect, 
a revision of the former text by Husband 
and Thomas. The general outline of the text 
is similar to the earlier one, but much new 
material in the way of illustrations and 
problems has been introduced. 

A generation ago, acounting texts were 
likely to begin with an introduction of an 
account and carry on from that point. With 
the appearance of the balance sheet approach 

(Continued on page 665) 
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This is how Chic Young, the cartoonist, _ a rough sketch for the famous strip. 
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JOIN THE PAYROLL SAVINGS 
PLAN AND WE'LL GET 64.22 
FOR EVERY 63.29 IN JUST 


= 

I'VE TOLD YOU A MILLION 4/4d 

TIMES... WITH U.S. SAVINGS 
AS 





— 
HOW ARE WE GOING iz 
TO SAVE MONEY ? 
































After this, the pencil rendering is carefully inked in, as you see here. 


STEP BY STEP... 
that’s the way it’s done successfully! 
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8 YOU CAN SEE, Chic Young, who 
A draws the popular ‘‘Blondie’’ comic 
strip, goes through many steps to arrive 
at a finished cartoon. 

And, cartoonist Chic Young, together 
with millions of other smart Americans, 
will tell you that the step-by-step 
method is the easiest, surest way of 
doing anything worth while. 

Particularly, saving money. 


One of the easiest and surest ways to 


set aside any worth while amount of 
money is to buy United States Savings 
Bonds the step-by-step method — 

So set aside a regular amount week 
after week, month after month, year 
after year. Then in 10 short years you 
will have a mighty nice nest egg tucked 
away. 

Get started now. Get your Bonds 
through Payroll Savings or at your bank 
or post office. 


AUTOMATIC SAVING !S SURE SAVING—U. S. SAVINGS BONDS 
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Book Reviews 
(Continued from page 663) 


during the twenties, more and more intro- 
ductory material was introduced before the 
student was allowed to get a glimpse of an 
account, of debits, credits, etc. There is much 
to be said for the old-time approach, and 
while the balance sheet method has undoubted 
advantages, there is the danger that the job 
of getting down to “brass tacks” may be too 
long delayed. There is, to be sure, some an- 
alogy to the problem of the novelist. He may 
start with a gradual build-up and a long, 
careful introduction to the central problem ot 
the novel, or he may start out in the good 
old-fashioned ‘‘Bang, bang and two more 
Indians bit the dust!” 

There is certainly, in the present text, a 
tendency to delay too long the special needs 
of the student, who is anxious to get into 
the subject and to begin working with it. 
Actually there is a certain amount of repeti- 
tion in the first part of the book. This could 
easily be condensed and some _ material 
brought in earlier. It seems to this reviewer 
that there is certainly no particular reason 
for having Chapter 14 on the general journal, 
since all the material contained in it has been 
presented earlier, or could, without trouble, 
have been presented earlier. 

On the whole, the authors have done a 
good workmanlike job on the text. It covers 
all the material that is usually found in first 
year texts and probaby includes some ma- 
terial which could be omitted if the instruc- 
tor finds himself pressed for time. In particu- 
lar, first year courses do not usually go too 
deeply into partnership accounting problems, 
and some of the material in Chapter 27, 
“Accounting and the Manufacturing Enter- 
prise’, and Chapter 28, “Accounting Prob- 
lems Arising under Various Sales Proce- 
dures”, might easily be deferred. The problem 
material is adequate. There are two practice 
sets leading irom sit gle proprietorships to 
partnerships. As is usual in such cases, the 
partnership is eventually incorporated and 
brings with it all the problems commonly 
met with in that connection. In summary, the 
book is a worthwhile addition to the be- 
inner’s library. 











THEODORE LANG 


Graduate School of Business 
Administration 


New York University, N. Y. 


Corporate Finance and Regulation 

By Chelcie C. Bosland. THE RoNnaALp 

Press Company, New York, N. Y., 1949. 

Pages: vii + 529; $4.25. 

Professor Bosland presents a well-written, 
interesting exposition of the salient facts of 
business finance. His earlier chapters cover 
the familiar ground characteristic of text- 
books on Corporation Finance, describing 
corporate and other forms of business or- 
ganization, stocks and bonds, promotions, 
mergers and reorganizations. The book is 

(Continued on page 667) 
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PREPARE AUDIT 


WORKING PAPERS 


e in keeping with A. I. A. thinking 
e for big and small firms 








This book provides a de- 
tailed, illustrative set of 
working papers you can fol- 
low with confidence on all 
auditing 
includes papers prepared un- 
der normal working condi- 
tions, illustrating methods 
which are applicable to both & 
lar 
The author explains the 
preparation of reports to 


assignments. It 


Pe: USEFUL for 
@ Public accountants 
© Junior accountants 
© Controllers 
© Corporation officials 


ge and small enterprises. 


ay 


HOW T0 





management, to stockholders, to the SEC, etc. and 
discusses the keeping of financial and income tax 


rec 


ords for individuals and estates. 
Just Published! 


AUDIT WORKING PAPERS 


By Maurice E. Peloubet, C.P.A. 


Partner, Pogson, Peloubet and Co. 


506 pages, 6x 9, $8.50 


McGRAW-HILL ACCOUNTING SERIES 








Every method de- 
scribed—every 
schedule illustrated 
based on day-to- 
day practice and 
actual use of repre- 
sentative firms both 
large and small. 








r » | 

l his practical accountant’s 
manual includes applications of 
the method of preparing work- 
ing papers to the accounts of 
a small service corporation, a 
trading partnership, and the 
estate of an individual. The 
form, organization, and index- 


ing of papers are illustrated in detail. Based on 


statements of the A. I. A., the book stresses the need 
for planning papers with the final statement always 
in mind, and provides practical methods for avoid- 
ing duplication of work and reanalysis of accounts. 





SEE THIS BOOK 10 DAYS FREE 
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McGraw-Hill Book Co., 330 W. 42nd St., 
N.Y.C. 138, N.Y. 


Send me Peloubet’s AUDIT WORKING PAPERS 
for 10 days’ examination on approval. In 10 days I 
will remit $8.50, plus few cents for delivery, or return 
book postpaid. (We pay for delivery if you remit with 
this coupon; same return privilege.) 
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Box number, if used, counts as three words. 
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500 genuine engraved letterheads $4.00 up, 
(20 lbs. rag content); free dies, excellent 
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Book Reviews 


(Continued from page 665) 
aimed at students taking the elementary 
course in the subject. 

Some of the later chapters fall outside the 
field of Corporation Finance. They cover the 
trust problem, railroad and public utility 
rate regulation. Obviously, space is not avail- 
able to do justice to these subjects. More- 
over, even the student who has limited time 
to devote to business — ses might find it 
difficult to petro tand why a course in Cor- 
poration Finance should take up railroad and 
utility rate regulation, and not other topics 
closer to corporate finance. 

The authcr generally takes an up-to-date 
viewpoint, but also seeks to hold to tradi- 
tional thinking. Thus, his definition of over- 
capitalization is “a condition in which a cor- 
poration issues stocks and bonds whose ag- 
gregate par value is in excess of the value’ 
of the corporate assets. He goes on to say 
that earning power will determine the “value” 
of corporate assets, but would it not be 
simpler to say that overcapitalization means 
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the issuance of relatively large amounts of 
securitics in relation to earning power? 

As in most books on Corporation Finance, 
accounting practices and policies that pro- 
foundly affect financing receive relatively 
little attention. Thus depreciation allowances, 
which affect the amount of outside financing 
required, are discussed briefly in connection 
with dividend policy and utility rate regula- 
tion. The financial implications of research, 
advertising and other expenses that build up 
earning power and intangible assets are not 
taken up. 
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W: hear many protests against regi- 
Maurice E, Pevouset, C.P.A., mentation, against rigid rules and 
holds certificates from the States of prescribed procedures. In our own pro- 
New York, New Jersey and Texas. fession we are constantly, and rightly, 
He became a member of our Society told about the need for developing origi- 
in 1923, has been chairman or a nality, initiative and independent judg- 
member of several committees, and | ment. There is an impression abroad 
served as a member of the Board of | that standardization is the enemy of in- 
Directors. | le is now first Vice dependent thought and that definite 
President of the ty rules for doing certain things stifle 
He has also been active in other initiative. 
ete Vice P organizations, having The fact seems to be that standard- 
been Vi or nt of the American | jyation js, as Iago said of wine, “a good 
Institute ye Accountants, Member of familiar creature, if it be well used” 
ae ee the Board or We enjoy the blessings of standardiza- 
a : aoe re See tion more often, perhaps, then we rec- 
cr or a number OF commit- | oenize them. We are fortunate enough 
tees. He has been President of the to have a standardized language, writ- 
a a J ae eee - ae ten with standardized letters and there- 
_ oe 2 eccountenis ang Ras mel fore have the thougms aoe 0c 
Cen Serre: Ak Seen Serres He is millions of men, transcribed by thou- 
also a member and former national | ands of their fellows, open to us for 
director of the National Association some four hundred years or more. Be- 
¥ blag cmagige er ee fore English was standardized a great 
ag le gr a ae ae Anglo- Saxon, Gaelic, Irish and early 
ee: De Sey eee H bates English literature existed but it was 
Papers. ie hes & icalacdbacgineige °3 written or printed in black letter or a 
oi pid Journal of ‘Accountancy, the | monkish script, and was written in 
sulletins of the National Association words, many of which are traceable to 
ot Cost os and other ac-| our own but which it takes the training 
counting < . 1 business publications. and study of specialized scholars to un- 
He has been a eS ae ee derstand. Even Chaucer, standing on 
~ —_— bet & Co. since the threshold of modern English, re- 
al. —" quires some study to be read easily. 
This paper was presented by M1 foe ; 
Peloubet on September 19, 1949. at Jur standardized words and letters 
the Sixteenth Annual Conference of have been no hindrance to freedom of 
the Society held at Saranac Inn, expression. The scope of the =a 
N. Y. language is, for all practical purposes, 
inhnite. 
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We use many other types of stand- 
ardization without recognizing them. 
For example, musical notation is so 
highly standardized that it is under- 
stood internationally but it can express 
any sound that can be produced on 
instruments tuned to a tempered scale, 
from the crystal clarity of Mozart to 
the tortured and dissonant music of the 
moderns and from the majesty and in- 
tellect of Beethoven to the animal 
rhythms of the Carribean. We would 
be greatly at a loss to carry on our own 
independent business, to exercise our 
own initiative or to form our own in- 
dependent judgments without the bene- 
fits of standardization. 

This is precisely the case with audit 
working papers. The proper standard- 
ization of working papers is of im- 
mense value in any accounting office, 
and the larger the office the greater the 
benefits. 

If we agree that the typical audit is, 
in One sense, an examination and proof 
of a trial balance we have our first ex- 
ample of standardization: columns of 
debits and credits, a form older than 
Pacioli. 

This being so, our next standard 
method is one for the classification and 
analysis of balance. A method 
is needed which will enable us to clas- 
sify the most detailed and complicated 
trial balance into the simplest summary 
statement or, conversely, will permit 
the analysis of the most condensed trial 
balance into financial statements as de- 
tailed as may be required. 

It is also necessary to provide for an 
unlimited number of adjustments to the 
original accounts and to distinguish 
clearly between the original book fig- 
ures and subsequent adjustments. 

In consolidated accounts we are fur- 
ther required to distinguish between 
unadjusted book figures, adjustments 
which will be placed on the books of 
individual constituent companies and 
consolidated adjustments which appear 
on no books or in some sort of ledger 
or summary for consolidation items 
only. 
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There is one standardized form of 
trial balance or account classification 
which will meet these requirements. It 
is what is called, for convenience, the 
horizontal method of classification. The 
trial balance is copied onto this form 
vertically, exactly as it is taken from 
the books. Last year’s trial balance is 
copied to the left of the current one. 

The current trial balance is distribu- 
ted under the appropriate headings in 
columns to the right. When the col- 
umns are footed the totals of the col- 
umns must balance across in the same 
manner that the trial balance balances 
up and down. Adjustments are made 
by entering the debits and credits of 
the journal entry in the columns in 
which they are to be classified. The 
accounts on the company’s books are 
indicated in the description of the jour- 
nal entry, for example, description of 
the entry might read: ‘Repairs charged 
in error to Machinery and Equipment, 
through Construction Account”. In the 
example given, where the income ac- 
counts included in the trial balance are 
dealt with, no entry would be made in 
the “Total” column, but under “Cost 
of sals” the debit would be entered, 
and in the column “Balance” the credit 
would be entered. On the distribution 
of the asset and liability accounts, not 
illustrated, no entry would be made in 
the total column but, under the Build- 
ings, Machinery and Equipment col- 
umn, the credit would be entered and 
in the column marked “Balance” the 
debit would be entered. When the ac- 
counts are completed an after-closing 
and after-adjustment trial balance may 
be taken off. The entry will already be 
on the books and the totals of the col- 
umn of the classification of the trial 
balance after adjustment will equal the 
totals of the columns arrived at by add- 
ing or subtracting the adjustments from 
the figures for book figures. 

This may sound simple and elemen- 
tary but it is of basic importance. By 
totaling the columns representing the 
distribution of the book figures we 
know where our original book figures 
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ee ‘ etd iste cage 1 
We can aiso tell which are book 
figures and which are adjustments on 
the schedul 


) ed Saas +} . 411¢¢ 
~-hedules. By making the adju - 
ments one 


g 
ury 

9 lin ra te : Anelie Tele ; 
on a line, we know exactly which en- 
tries are adjustments. The most com- 


stop. 


1 


} 1 anc niv t } 
by one and only one el 


plex and complicated journal entry is 
as clear and simple as a journal entry 
where there are only two items in- 
volved. Comparison with the state- 
ments will illustrate clearly the use of 
the form as a means of adjusting the 
preliminary trial balance to the figures 
for use in the report and for the final 
adjusted trial balance. 

While the method of horizontal clas- 
sification is valuable for a single com- 
pany or entity, its use is multiplied 
many times in the preparation of con- 
solidated accounts. When preparing 
consolidated we take the totals 

company and clas- 
these totals under the appropriate 
; 


ngs. This is illustrated in the con- 


accounts 
for each subsidiary 
sify 


income account for the 
are brought forward 
income account. It 


to making a com- 


ures from the 
individual comps 


in the consolidated 
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and liabilities, or for all the income and 


ach line must 





expense of a subs 
balance by itself, and the whole state- 
nent must balance at any point where 


it is footed. We are thus enabled to 
keep in continuous agreement and bal- 
ance, company, as each 
classified trial balance is entered. 
There 1 - means of classify- 
ing a t will do the 
things the horizontal classification 
method The usual alternative 
method is what is sometimes known as 
the “six-colui Here the 
trial balance is entered; there is a col- 
umn for journal entries and a column 
for the balance sheet or income account. 
Obviously, if any account has a 
number of adjustments to it we have 
crowding and difficulty in applying the 
entry to that account. It is difficult to 
recognize the components of any par- 
ticular journal entry. If one account 
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company by 
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statement” 








one 


has a number of entries to be made to 
it the confusion and crowding is ex- 
tremely annoying. The accounts in the 
column entitled “balance sheet” or “in- 
come account” are not the items which 
appear in the financial statements but 
are merely the from which 
those items are to be made up. If a 
ledger account is distributed under two 
or more headings in the balance sheet 
this must be done in a separate state- 
ment, or, on the other hand, if several 
ledger accounts are included under one 
balance sheet heading, then these also 
must be summarized on another state- 
ment. If this method of classifying trial 
balances is confusing and difficult for a 
single company it is almost impossible 
for consolidated statements. The only 
possible objection which I have ever 
heard to the horizontal classification of 
accounts, besides its unfamiliarity, is 
that it requires a little more paper than 
the conventional six-column statement. 
l=ven at the present price of paper time 
is worth a good deal more than paper. 
Some firms use the horizontal classifi- 
cation for complicated accounts and the 
six-column or vertical method for sim- 
pler statements. This is an example 
of failure to standardize which can be 
quite troublesome and cause consider- 
able difficulties. 

Almost equal in importance to a 
standard method of classifying trial 
balances is a standard method of index- 
ing. While there are a number of good 
indexing methods only one should be 
adopted in an accounting office and 
should be generally adhered to. The 
use of standardized trial balance classi- 
fications and standardized indexing 
makes the review of accounts by the 
principal or partner much quicker and 
simpler and it has the further advan- 
tage of making it possible to prepare a 
large part of the working papers long 
before the audit. 

While it is true that, in some situa- 
tions, different types of accounts may 
be needed, for instance, insurance com- 
panies, investment trusts or public util- 
ities, it is nevertheless true that the 
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accounts of all of these types of enter- 
prise or entity have many character- 
istics in common and an effort should 
be made to keep the working papers 
and method of ing as nearly uni- 


indexin 
form as the different 


oC 
fo) 


4h pee 
possibie 101 


groups of industries represented in an 
accountant’s practice and to keep them 
entirely uniform within the group. 
Certain types of working papers can 
it 


be quite uniform 
audit of 
ngsecn erent 

receivable. 


; papers relating to the 
or instance, or accounts 
others, such as those 
relating to plant, t, machinery and equip- 
ment, may ne be varied somewhat 
but even here there is great opportunity 
for standardization and uniformity in 


So1 ne 


form but not, of course, in content or 
wuditing method 

Chere ire man) advantages in the 
use of uniform types of working papers 
and “a indexing bevond those 
which neue in the actual conduct of 
the audit. If worki well 


ng papers are 
] ) 


standardized a large TO] ortion of th: 
1 ; 1 = 2 +] 4 ¢ ~ ee 
clerical work on the audit papers can 


be finished long befor Clas- 


: 1 s° 
e the audit. 


sifications of accounts « be prepared 

hiala-tt ices pa gees. 
whicl nelude the figures for the previ- 
ous year’s trial bal 


valance and the head 
the accounts are to 





will usually be 


little change in the number or titles of 


} ey ee eee 
De CGistripure 


<< athe in  ¢ 


accounts irom vear to year. We thus 
have a statement where the only dees 
that will need to be inserted in the 
course of the audit « the figures for 
the new trial balance, their distribution 
and the few new accounts that may 
have been opened during the year. The 
fact that these accounts are out of the 
trial balance order 1s not serious even 
1 


if onlv the first classification of accounts 


is prepared without a final one. If, 
however, a final classification is pre- 
pared the new accounts will be, of 
course, listed 1 r proper order. An 
alert junior, given ag task, in a fait ‘ly 


dull period of the year, of preparing 
he forms for standardized working pa- 
pers for the ling year’s audit 
may gather a great deal of knowledge 
about the company and may be able to 
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review the audit methods and get an 
idea of what to on the next 
audit merely by preparing the working 
papers for next year. Of course, this 
can be done mechanically, with little 
benefit to the junior who does the work, 
but the really alert junior will be able 
of value from his 


l i Kk fc yr 


to get a great deal 
work in abi ig next year’s papers. 
Obviously, wheneve1 possible the jun- 


ior who prepares next vear’s papers 
should be the junior who will be on 
that work. The papers thus prepared 
are generally neater and more legible 
than those prepared in the heat of an 
audit engagement. The time saved at 
the time of the actual audit is substan- 
tial and it is saved at the most 
important season of the year and the 
most rtant part of the period in 
which the audit is made. 

While the horizontal method of class- 
ification may not be familiar to some 
accountants it is, nevertheless, a rather 
old method. It has been in continuous 
use in some offices for over thirty years 
and has been carefully developed, modi- 
fied and improved in detail but has not 
altered since its incep- 

you may think that this 
point of the horizontal classification of 
accounts is being unnecessarily labored 
I do not think so. It seems to me that 
important single question in 
the preparation of working 
the method of classification of trial bal- 


( 
ances and this largely determines the 
f 


time 


impo 


PR) 
been basic aliy 


tion. Some of 


the most 


papers is 


rm and scope ed the » underlying work- 
ing papers. Ot methods of classify- 
ing trial balances % ive their uses in the 
preparation of statements, particularly 
in report schedules where consolidated 
figures are to be backed up by the fig- 
constituent companies. It is 
quite possible that the vertical method 
f account classification may in some 
cases be better for reporting purposes 
than the horizontal classification. It is 
not, however, an efficient and effective 
manner of compiling figures and it does 
not give the reviewer of the accounts 
the opportunity of finding out exactly 
where each adjustment went, why it 
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almost impossible to make 
any forms or standardized methods for 
taking these notes or preparing or pre- 
senting them. A few hints, however, 





may be va uable. Inventory observa- 
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Audit Working Papers 


5 


these narrative notes may form a good 
for training staff members in 





1 
WOrkKiIng p a ire 
or even pri ‘ipal- 
the audito “They 
ed to give the part- 


idea of the work 
e so that the partner 


or principal can judge of its sufficiency 





secondly, they are a permanent nian 
for the accounting firm; thirdly, they 
are a permanent record in cases of dis- 
alle 
as 


yutes between tl ient and. third 


I tne ¢ 

parties or they may be given to thir 
parties when such parties have any 
right to this knowledge of the client’s 


affairs or to this | know! ledge of the audi- 
tor’s methods and work. There are 
many third parties who not only receive 
statements but who pase eg examine 
working papers, for example, it is often 
advisable to turn working papers over 
to an agent of the Bureau of Internal 
Revenue. This give s the agent the in- 
formation he needs and turning over 
the working papers to the agent readily 
gives an appearance of openness and 
freedom from concealment which has 
the effect of increasing the confidence 
of the agent in the return as presented. 
While it does not happen frequently, 
the Securities and Exchange Commis- 
sion has a right to examine working 
papers. It is often advisable to use 


working papers in connection with 
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of the working papers can be antici- 
pated long before the audit is begun 
and the papers should be planned with 
this in view. 

For example, a statement of transac- 
tions on a cash basis or a “‘fund”’ state- 
ment is easily prepared from schedules 
designed with the production of such a 
statement in mind. It is quite difficult 
to prepare from papers in which the 
items are not described or classified so 
as to differentiate readily between cash 
and non-cash items. 

The ideal situation, and one which it 
is not too difficult to approximate in 
practice, is to have one set of books 
from which any desired statements may 
be prepared and one set of working pa- 
pers which will support any desired 
statement and report. The chart indi- 
cates, for example, how it is possible 
to prepare accounts to satisfy the re- 
quirements of the Interstate Commerce 
Commission, the Securities and FEx- 
change Commission, the Bureau of In- 
ternal Revenue and also to prepare ac- 
counts for stockholders and a compre- 
hensive report to management. 

Careful planning, adequate prelimi- 
nary work and schedules sufficiently full 
to meet all demands make audits sim- 
pler, spread the work better throughout 
the year and give better support to the 
client's statements than the older 
method of concentrating an enormous 
amount of frenzied work and brilliant 
improvisation into a few months of the 
year. 

Conditions have changed. Clients are 
more considerate, their internal organi- 


zation is better and our working con- 
ditions are sufficiently improved to 
make it possible to meet the multifari- 


ous demands of mo lern business and 


We may look back to the methods of 
preparing working papers used by the 
pioneers of the profession with respect 
and admiration but without any great 


desire to emulate them, 
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together with the expected income and 
the resultant deficit to be financed. 
E ach | line of the request budget should 
include figures for (a) actual, last vear ; 
(b) pat to date, current year; (c) 
estimate for remaining months, current 
year ; stimate, current year; 
(e) 1 eqnek het year ; and 
(f) institutional rent year. 





quest, cur 


Processing the Budge 
Steps in the process ing of this budget 


may include the following: 


1—-Submission of requests by depart- 
ment heads. 

2Completion of preliminary budget 
request by the agency’s profes- 
sional executive. 

3—Approval or revision of the agen- 
cy executive’s request budget by 
the budget or finance committee 
of the institution’s Board of Di- 
rectors. 

a Action by the Board upon the 

( ay nittee’s budget, which there- 

vy becomes the official request of 

ution to the community 

chest or fund-raising agency. 

view of the institu- 

the ac- 

ommit- 


¢ 
1 


) 
+t, 
til 


le instit 


5—Preliminary re 
~ request budget by 
‘ountant or distribution c 

tee of the Chest 
6—A hearing at which representa- 
tives of the agency — their 
request to the distribu- 
, the Chest, and 


1 commit O 
which they answer all ques- 
tions with respect thereto. 
7—Report on the conference to the 
distribution committee of the 
Ches 


the amount of 
committee. 





f tl muinittee report 
Board of Dir 
ification of the 


ectors Ol 





The Budgetary Allotment 
The community chest may grant a 
lump-sum allotment, or may send back 
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a line-by-line allotment. Under the lat- 
ter arrangement, the agency may be re- 
strained from exceeding any line of the 
budget without prior approval by the 
Chest, or the limit may take the form 
of a fixed percent of excess for any one 
line, to be made up by savings in other 
lines of the budget. 

If a lump-sum allotment has been 
granted, or if some leeway is permitted 
the institution on a line-by-line basis, 
the budget must be revised and changed 
from the requested budget to an actual 
plan for expenditures for the coming 
fiscal period within the limits of the 
grant. By this time a more accurate 
listing of income and expenditures can 
be made. The budget cycle may be 
completed by the following procedures : 

10—Revision of the budget by the 

agency executive, in the light of 
the grant to be received. 
11—Approval or revision by the 
budget or finance committee of 
the agency’s Board of Directors. 


12—Final action by the Board of 
Directors. 

13—Periodic comparison of expendi- 
tures and income with budget 


authorizations and estimates. 

14—Final comparison of the year’s 
operations with the budget, at the 
year-end, 


When a lump sum is granted as an 
allotment, specific amounts may be ear- 
marked for particular items such as 
repairs, rent or salaries. 
Organizations that operate on an ac- 
prepare a “cash 
addition to the regular 
order to ascertain whether 
ee d rece ipt s will meet planned ex- 
, both operating and capital. 


crual basis often 
budget,” in 


budget, in 
pen litu 


Budget Follow-up 


As finally approved, the budget rep- 
resents the instructions of the govern- 
ing body of the social agency to its pro- 
executive. It 
limits to expenditures, 


sets goals for 


and 
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equipment, may be placed in a Plant 
and Equipment Fund. The mortgage 
against that property would be a lia- 
that fund, and included in its 
donated for the 


not yet 


bility of 


a PEE ae 
assets mignat be cash 


1 


purchase of cap ital assets, but 
expended for that purpose. 

The assets of the Plant and Equip- 
ment Fund should be recorded at cost. 
The part depreciation plays in social 
agency accounts will be discussed later 

4. A fourth grouping would be that 
of Permanent Funds or Endowment 
Funds. These include endowment 
funds whose principal is expected to be 
kept intact, and is n t expendable. Un- 
less ified by the donor 
or testator, or the Board of Direct Ts, 
income from these restricted funds may 
be used for general purposes. If in- 
come from a Permanent Fund is to be 
employed for a designated purpose, such 
income ire igs among the Temporary 
Funds 1 expended. The organiza- 
tion canes has no right to deviate 
from the purpose of these funds as 
shown in the instrument giving expres- 
sion to the grant, gift or bequest. 

When assets other than cash are 
donated as endowment fund assets they 
should be recorded at market value as 
of the date title was transferred. In- 
vestments of endowment funds should 
be entered at cost to secure a more ac- 
curate accounting for these funds. This 
principle should not prevent amortiza- 
tion of premium or discount on bonds 
purchased for investment. 

Assets of permanent or endowment 
funds should be segregated from those 
of other funds. Each individual fund 
may be invested separately. If not 
otherwise stipulated by the donor or 
testator, such funds may be invested as 
a group, each sharing proportionately 
in income or losses. 

As a rule, assets belonging to desig- 
nated funds should not be loaned to 
other funds, nor should they be pledged 
as collateral for loans for the general 
account. 

5. Social agencies devoted to group 
recreation, or youth activities 


work, 
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otherwise spec 


may be entrusted with the care of treas- 
uries of many organizations which look 
to them for supervision and guidance. 
These amounts, which represent a fifth 
type of fund, at no time belong to the 
agencies, but to the groups who have 
entrusted these funds to them. The 
agency should keep these amounts in 
a separate bank account and record re- 
ceipts and disbursements in a separate 
cash book. The accounts showing the 
balances due each group will appear in 
a ledger from which a monthly sched- 
ule should be prepared. The total of 
this schedule should equal the balance 
as shown in the check book and, of 
course, be reconciled to the balance 
shown in the bank statement. Repre- 
sentatives of groups depositing funds 
in this account should receive monthly 
notice of the balances of their accounts. 


Depreciation 


In general, social agencies do not 
record depreciation on their physical 
assets. Opinion is by no means unani- 
mous concerning this phase of their 
accounting, and many organizations, 
especially hospitals, believe that depre- 
ciation is a proper operating cost. 

The theory behind omission of the 
calculation of depreciation is that the 
present generation of contributors has 
donated the cost of the building and 
equipment. They should not be asked 
to pay again for that building through 
inclusion of depreciation as a cost which 
ultimately increases operating deficits. 
When the building is no longer of use, 
the community will theoretically pay for 
its replacement through new donations. 
Accordingly, the accumulation of de- 
preciation reserves is not customary 
practice for most social agencies. 

When property is held for invest- 
ment, the general theory does not apply. 
Depreciation is considered a fair charge 
against the income received or to be re- 
ceived from such investment. The value 
of the investment would be impaired 
if a depreciation reserve were not set 
up. Funds intended to be “permanent” 
would be dissipated. 
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Phe cash basis as used by n n-profit 
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ditions surr unding a —— organi- 
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For ¢ 166 out of 189 com- 
munity chests responding to the ques- 


nnaire of Community Chests and 
Councils of America, Inc., reported use 
he cash basis as against the accrual 
the cash basis 
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Modification oe s is often 


necessary. In the case of an organiza- 
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close on December 


Nn W se hooks 
31st, deposits may be received before 


that date for activities taking place reg- 





ularly during January. Inasmuch as 
almost all expenditures in connection 
with that project are to ee made during 
Jan in the next fiscal period, such 
in 1e should necessarily be deferred 
ntil the next a aie period. It is 
simpler and more practical for most 
agencies to report membership dues as 


‘ome for the month in which they 
ire received, and this procedure ap- 
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Modified Cash Basis of Accounting 


\n agency operating on a cash basis 
iv wish to place expenses applying 
id upon its cash book 
for all those ex- 





ses, even th lat procedure may 
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there is sufficient cash to complete their 
payment. 

Sometimes, the Handbook recom- 
mends, it is desirable to operate on a 
basis of earned income and incurred 
obligations. 


Many Use Accruals 
For hospitals, or homes for infants 
or for the aged, the accrual form of ac- 
counting becomes more satisfactory, re- 
gardless of the additional records re- 
quired. The need for calculation of 
costs and enforcement of controls makes 
it desirable that the income and ex- 


penses be recorded as earned or in- 


curred. 

The annual financial report which is 
required for all s —o receiving 
grants from the Federation of Jewish 
Philanthropies of New ‘YV ork, includes 
a Statement of B haces Income and 
Expenditures, as well as an analysis of 
Cash Receipts and Disbursements for 
the fiscal period. The Federation does 
not prescribe any specified method of 
bookkeeping, but requests that the in- 
formation be reported in its uniform 
classifications and lines. 

T a“ ge il report required annual- 
ly by the Greater New York Fund of 
all a ticipating agencies calls for state- 
ments of income and expense rather 
than of receipts and disbursements. The 
instructions accompanying these blanks 
state that it is important that all items 
be reported on an accrual rather than a 
cash basis. The instructions go further, 
suggesting to the 423 participating 
agencies, that to avoid confusion it 
would be best if the books of account of 
the agency were kept on an accrual 
basis, so that all financial statements 
may be prepared from the books. Note, 
however, that the Greater New York 
Fund, in its own Treasurer’s Report 
for 1948, set up a one hundred percent 
reserve against pledges which had not 
been collected as of the end of the year. 

At the present time, it appears that 
social agencies keep their records on a 
basis ranging from pure cash to com- 
plete accrual. The leaning toward use 
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of the cash basis is more pronounced in 
the treatment of income. 


Control of Receipts 

A sound internal check and audit of 
receipts and expenditures is as impor- 
tant in a social agency as in any busi- 
ness operated for financial gain. The 
professional administrators of non- 
profit organizations are not always 
trained in business procedures. More- 
over, their primary goals are social 
gains. 

Tried safeguards should always be 
employed. 

Employees handling cash or signing 
checks should be bonded. 

Consecutively numbered _ receipts 
should be issued for all moneys received 
with carbons retained on hand for ref- 
erence and posting. 

The audit of income should go be- 
yond the cashier’s desk. In group work 
agencies, for example, club or group 
rosters and activity schedules will fur- 
nish sources of information. In organi- 
zation camps, bunk lists and registra- 
tion records will contain names to be 
accounted for. Letters and reports on 
file should support receipts of income 
that may be received by a home for the 
aged as the result of entertainments 
within or without the building. 


Control of Expenditures 

3efore starting work on records of a 
social agency, the accountant or book- 
keeper, or even the executive director, 
should have before him an outline 
showing procedures followed in the in- 
stitution in connection with the authori- 
zation, vouching, and payment of 
expenditures, whether made through 
petty cash or by check. 

Instructions should be on file con- 
cerning the maximum payment per- 
mitted from petty cash, the signature of 
the person receiving payment, and the 
approval of the staff member authoriz- 
ing such payment. 

A list of the agency’s bank accounts 
should show the type of funds on de- 
posit in each, the signature honored, 
and perhaps the date and page of the 
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calculated, an annually 
! inventorying 
equipment The non-profit 
institution must prepare an annual list 
f its possessions for other reasons. 
Collection of a claim for insurance in 
loss by fire will be facili 
an accurate schedule 


preciation is 
incentive { 


is present. 


ii i? 


tated if 














personal property, including date of 
pure cost, condition and location 
° . - . 1 3 ¥ . 
inventory of sical property, 

as of the date of closing the 


a report of the administrator 
rty of the ization en- 
i Purchases of equip- 

urniture made during the 4 
will be recorded on this schedule. A 


> 
1 








f the agency re- 


tl rchase of appreciable 





eriais, a COr- 
g include a listing 
‘maining on hand. 

f 1 coverage 

mld annually be prepared and sub- 
mitted to the officer or committee hav- 
ing jurisdiction, so that steps may be 
taken fully to protect the agency against 
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right to authorize all major or extra- 
ordinary repairs and replacements, and 
delegate to its maintenance or house 
committee the supervision of ordinary 
or recurring expenses in that category, 
with instructions either to report back 
own power. 

Payrolls and routine purchases with- 
in budgetary limits are approved in 
some agencies by committee chairmen 
before checks are drawn. Others keep 
vouchers available after disbursement 
for inspection or approval, whenever 
convenient, by the committee chairman 
in whose sphere of control the expense 
or cost may lie. When approval of 
vouchers by Board members is practi- 
cal, it may provide greater assurance 
that Board policy is being followed. 
The practice also keeps committeemen 
more clearly informed on what is hap- 
pening in that phase of the institution's 
activities for which they have assumed 
some degree of responsibility. 

Regular reports should be prepared 
by the accounting office of the agency 
showing charges against appropriations 
or budget lines. The Board should reg- 
ularly be placed on notice concerning 
appropriations or expenditures made 
since its last meeting. 


or to act of its 


Exemptions From Taxation 
agencies are free from the 
major burdens of taxation. However, 
they have the responsibility of securing 
exemption when formal action is re- 
quired. 

Real property of corporations or as- 
sociations organized exclusively for 
charitable, educational or religious pur- 
poses, is exempt from taxation in New 
York State when the property is used 
solely for carrying out one or more of 
the purposes of the organization. Such 
ight is derived from the state Con- 
tion, itself. 

e United States Internal Revenue 
> (Sec. 101) permits the exemption 
of a social agency from taxes on in- 
come, provided that no substantial part 
activities includes the use of 
propaganda, or it does not otherwise 
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ot 1ts 


attempt to influence legislation. Agen- 
cies must establish their right to this 
exemption by filing affidavits with the 
Collector of Internal Revenue showing 
the purpose and nature of the organi- 
zation, and any other information that 
may be required by him. 

Organizations granted exemption 
from United States income tax under 
Code Section 101 are generally required 
annually to file form 990, showing in- 
come and its disposition, together with 
a balance sheet if the gross value of the 
assets is $25,000 or more. 

Agencies meeting federal require- 
ments for exemption from income tax 
are likely also to be exempt from New 
York State’s income, franchise or un- 
incorporated business taxes. 


Payroll Taxes 

Employees of non-profit organiza- 
tions do not receive the benefits of old- 
age pensions or of unemployment in- 
surance under the present social secur- 
ity laws as a matter of right. Conse- 
quently, the tax for this benefit is not 
deducted from their salaries, and their 
emplovers are required to file neither 
the quarterly periodic reports to the 
federal and state governments, nor the 
annual federal excise tax report based 
on payroll. Federal income tax must 
be withheld, however, under the same 
conditions that apply to other entities. 
In New York, state income tax is with- 
held from the pay of non-resident em- 
plovees. Returns of information at 
», federal and state, must be filed 
the case of commercial enter- 


source 
as in 
prises. 

Social agencies are not subject to the 
compulsory provisions of the recently 
enacted New York State Disability 

3enefits Law. 

An agency operating a bowling alley, 
billiard room, or pool room for the 
benefit of its members or others is lia- 
ble for a special federal tax based on 
the number of those facilities in use. 
Billiard or pool tables in a hospital are 
not subject to tax if no charge is made 
for their use. 
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Admissions Taxes 
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The federal tax on membership dues 
yr initiations does not affect organiza- 
tions whose predomi purposes are 
either religious or philanthropic. 
Other Excise Taxes 

Manufacturers must pay excise taxes 
on sales of numerous products. Thess 
taxes are ually passed on, so that 
they iltimately paid by the con- 
sumers ig non-profit organiza 

ms, Taxable sales include gasoline 
lub ig oil, tires and inner tubes 
automobiles, radios, phonographs, mu- 
sical instruments, records, sporting 
goods; electric, gas and oil appliances ; 
photographic apparatus, business and 
store machines, electric light bulbs and 
tubes. This tax is not chargeable on 
such items when represent gifts 


they 
= 


made by the manufacturer 


iexcise taxes paid by retailers on 





sales, such as jewelry, furs, luggage 
ind toilet preparations, apply also to 
sales made to social agencies. Jewelry 
s free from this tax when used for re- 
ligious purposes. 

\ charitable organization located in 
L city ¢ inty which has a retail sales 
tax sh d seek a letter of exemption 
vithout delay. In New York City, the 
Comptroller requires proof of the status 
yf the institution before granting ex- 
‘mption. Copies of his letter should be 
furnished to vendors, so that they may 
be relieved of the obligation to charge 
tax on sales to the institution. Social 
iwencies are exempt from New York 
Citv’s taxes on gross receipts and on 


Reports, Statistical and Financial 

The results of operations of a com- 
mercial enterprise are generally re- 
flected in its Statement of Profit and 
Loss, while financial conditon is shown 
in its Balance Sheet. In addition to re- 
porting on financial matters, the social 
agency must render an account of serv- 
ice given. Except in small agencies, 
both financial and statistical statements 
should be presented to the Board of 
Directors monthly. 

Because of space limitations, the dis- 
cussion of these reports, as well as 

es 


the illustrative model statements shown 


on pages 688 and 689, will be based on 
one type of social agency—that provid- 
ing group work and recreational activi- 


55 


\ 
», 
« 


ties. 

Responsibility for statistics rests with 
the staff of the institution, although an 
audit of income may require reference 
to the numbers served. Statistics on 
membership and attendance should be 
based on worksheets and records that 
are available for inspection. These 
figures are of value only insofar as 
their terms are clearly defined. 

When interpreting membership it be- 
comes necessary to know the length of 
the term of membership, the policy with 
respect to the treatment of membership 
in arrears, the type of membership held 
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(individual, family or group), and 
other pertinent information. 

In addition to figures on membership, 
there are those on attendance. The 
Welfare Council of New York City 
requests its constituent agencies, work- 
ing in fields of recreation, informal edu- 
cation, and group work, to submit sta- 
tistics on enrollment and attendance, 
analyzed according to types of service. 
It recognizes that the same person may 
participate in more than one type of 
service and that, as a consequence, the 
figures submitted will include some 
duplication. An accurate count of daily 
attendance may be secured only by a 
laborious door-count of participants. 
Such a count would include those in- 
volved in mass participation as well as 
in enrolled attendance. 


Statement of Income 
and Expenditures 


Whether the books of the organiza- 
tion be kept on a cash or accrual basis, 
or any modification of either of them, a 
statement showing income and outgo 
must be rendered for the General Fund. 
The title of this statement has not been 
fixed by custom. It may be one of 
“Cash Receipts and Disbursements,” 
“Income and Expenditures,” or “In- 
come and Expense.” This statement has 
greater significance when cumulative 
figures for the fiscal period are placed 
alongside of the current experience. 
Two more columns may be added to 
provide a comparison of totals of the 
previous year with those for the present 
period. 

After the close of the year, the Board 
of Directors should receive a statement 
comparing actual income and expendi- 
tures for the General Fund with previ- 
ous budget estimates. A tighter budge- 
tary control is secured, however, when 
such a statement is prepared periodi- 
cally during the fiscal year. 

The final outcome of the agency’s 
operations results either in a current 
surplus or deficit. In either case, this 
balance is transferred to the General 
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Fund's cumulative surplus or deficit, 
which is comparable to the total capital 
of a commercial enterprise in that it 
represents the difference between the 
assets and the liabilities. The amount 
of surplus or deficit at the beginning 
and that at the end of the fiscal period 
should be reconciled, either in a sepa- 
rate statement or in a section of one of 
the major statements submitted. 

Changes during the fiscal period in 
every fund should be accounted for by 
individual statements of receipts and 
expenditures, or of income and expense. 

Note that the accompanying Com- 
parative Statement of Income and Ex- 
penditures includes disbursements for 
replacements of furniture, building 
equiqment, recreational equipment, and 
office equipment, but no provision for 
depreciation. 


The Balance Sheet 


The distinctive feature of the ac- 
counting procedure for a non-profit in- 
stitution has been described as the 
grouping of its accounts according to 
funds. The formal Balance Sheet of 
the social agency is so arranged. Each 
of the divisions is a complete unit by 
itself, the assets equalling the total of 
the liabilities and surplus balance in 
each fund. If a loan is made from one 
fund to another, the unpaid balance of 
that loan appears in the respective sec- 
tions as a receivable in one fund and 
as a payable in the other. 

The treasurer is the officer of the 
social agency who is responsible for the 
presentation and interpretation of fi- 
nancial information to the Board. The 
independent accountant should be able 
to be of considerable assistance to him 
in the preparation of financial infor- 
mation in simple form. When the lay- 
man sees too many figures he tends to 
read few or none of them. 

Members and contributors want to 
know something about the finances of 
the social service organizations they 
help support. Should a digest of finan- 
cial statements, easy to read and under- 
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COUNTY COMMUNITY CENTER ASSOCIATION—GENERAL FUND 


Comparative Statement of Actual and Budgeted Income and Expenditures 
For the Year Ended December 31, 1949 



































Income: Actual Budget 
Membership ata Sa eR ee One a ere $ 9,205.20 $ 9,450.00 
Educational Activities ....... sree ee nat eet ae 2,229.45 2,500.00 
Recreational A Gtivities. «..-as,c:5.00.0 os een oe oul en eee 1,585.50 1,500.00 
Day Camp ... PE Or Te OCT Prey sas 3,210.00 3.300.00 
CUERET cies cinch ANGh GRR he ia ae Oh Sor een era 230.00 ate 

Total Institutional Income ..... dlp taew: jue tenga eae ear eae $16.460.15 $16 50.00 
Grant—Commiunity (Chest: ...0cses Gace cave. oes 75,600.00 "25 ‘600.00 
Peta Wacowe cis ics. sv ae codeancens ees $92,060.15 $92,350.00 
Expenditures: 
Salaries and Wages: $65,459.96 $63,028.00 
ora cap sania n ACCEL a Stiga oietee ana eenees $17,797.10 $17,100.00 
Adin PISAPAGIVE <5 kc col evar Re reins cke Waee Caterers eat 20,382.26 19,550.00 
‘ducational and Recreational ................. 000. 24,764.60 23,828.00 
a: OT re Re ere er ee 2,516.00 2,550.00 
‘pkeep of Building: $11,120.86 $11,130.00 
Repairs to Building $ 5,895.81 $ 6,100.00 
Repairs to Ft u 98.08 100.00 
Replacement of B uildi Me Equipment << .660 occ ecco nes 442.00 500.00 
Replacement of _F arn NEES acca hae tess Sis hae ee 583.33 625.00 
aS and “BAGOTTICIUY: o4:0c hos coc cuaes oie ath en ene 1,344. 40 1,285.00 
PUG «coe cate aa are Daan aa es ee re 2,757.24 __2.520.00 
Administrative Expenses: $ 4,965.18 $ 5,300.00 
ESIMEMIN GR: ¢ 4/2 didi ais oxen ec ee ek Se Dae $ 248.00 $ 500.00 
MOGLAGE! aha cir sGhedarr aie Siete wate ncled oa aa eee 1,024.83 1,100.00 
Stationery and Office Saplies ~ o1.%-66sccucowedesiaccvucs 917.75 850.00 
OA GEs PIGUIDINEH Es 55600 6 autor ce orden oe eee ee 295.57 300.00 
TEPROME SNE. TEIGTADR i os occ sein ccsccveenecencens 826.54 850.00 
Audi iti PRE «5 Sin iy cea alone late did din spajalettn od rer oe at wore eee 600.00 600.00 
Affiliation Dues ..... Se I ee ee 250.00 250.00 
CORTErENnGE EEPENSOS | 2565 ower ses er hw hecaaen oie 384.87 400.00 
CON GIN Gite a. size. rrekaciave: stusioie's Wb. igen cra: trate ial woh re ee 417.62 450.00 
Institutional Operation: $ 7,242.30 $ 7,330.00 
FUOUSGHOIA SUPP esis ac. oi bee ei ta col raeanie nareaertee eats $ 1,248.23 § 1,300.00 
Educational and Recreational Services ..............6. 872.44 900.00 
Educational and Recreational Supplies ................ 2,427.96 2,500.00 
Educational and Recreational Equipment ............. 925.57 950.00 
COntiigs and RECECALON:. cin og0-<tis cme ose:cielnaeesnee cee 189.47 200.00 
Day Gatti Costsin siwteraicraneciue wieleaasts ease etree 761.88 580.00 
state betty Casht MXp0HSES «i: 1 oh ae sueeensve se codes 706.75 900.00 
UB osc si odie lure koe Sieto OrPISe weal er ra ba Weta oi 110.00 me 
Fixed Charges: $ 4,766.47 $ 4,710.00 
Enterest. Onc Mortenaee:.. so... ccteccnin dee merondaeeeree $ 2,410.00 $ 2,410.00 
PYPSUPARCE ac cde, reisierars sd ew aorarailieaan eee me aa taal 2,356.47 2.300.00 
‘POtal ESHEHNONMEES csc Jak loo tdewoneus ete es $93,554.77 $91,498.00 
Current Operating Surplus or Deficit .................. ($ 1,494.62) $852.00 
Dehcit; January l, 1940... cco tauwseereesccoeees eres (__ 2,033.90) 
ffs) | re eee arene a SS Mee tree ee ce EOF esc ($ 3,528.52) 
Eransters irom: Directors’ Pind « «0.022... 0<eseecaucasa 4,300.00 
Surplus, December Si; 1969) e566 osius cian oie wonaeleleaceeoe $ 771.48 
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tand, be prepared for them? Each The facts of this situation are more 
agent should give thought to thi clearly shown when the institution pays 
question e light of its effect on the fees at a rate at least approaching the 
rood will of the community. normal rate, for these services rendered. 


If the accountant wishes to make a con- 
ibution of part or all of his fee, that 
lonation just as 

director not ren- 
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Accounting Analysis of the New York 


Statute on Cemeteries 


By Mervin Isaacs, ¢ 


Foreword 

Boe 1949 New York Legislature 
enacted a comprehensive law 

(Chapter 533 of the Laws of 1949) 

for the rulation of non-profit ceme- 


those operated by 








nui ities O1 igious organiza- 
ions.* This analysis is an attempt to 
tabu the accounting features of the 
statute, as it was enacted. No attempt is 


to express an opinion on the le- 





' or constitutionality of any clause 

act, or to make any legal inter- 
pretation of the act. The law made some 
changes from fie previous regulations, 
eliminated some of the prior regula- 
tions and added some new rules. This 


analysis will treat the entire law as a 
unit, regardless of whether the material 
is new, changed or old, except where it 
is significant to point out differences. 
The statute requires the application 
to cemeteries of the principles of Fund 
Accounting, as usually practice d in non- 
profit organizati The chief point of 


e mphasis tl 





oO! 1S. 
under tl 


for sepal 





lese principles is the 
funds and a 
ich fund and 


necessity "ation of 


7 
complete 






accounting for € 





C.P.A., has been 
since 1937. 


MERVIN ISAACS, 
a member of the Society 
He received his B.A. degree from 
The College of the City of New 
York in 1913, and the Ph.D. degree 
from Columbia University in 1933. 

Dr. Isaacs has been engaged in 
the public practice of accountancy 

















since 1923, specializing in account- 
ing for cemeteries. He has written 
and lectured on this subject fre- 
quently 

* Foreign corporations are not ermitted to 
r sale of cen Its, plots or parts th ereot’ 


Secretary of State, 


1949 


issued in cont emits with the 


nelly 


for inter-fund transactions. Each fund, 
in effect, has a separate set 
and in its reports — a separate Balance 
Sheet and a separate Operating State- 
ment. As a matter of practice, however, 
it is often advisable to keep all of the 
records of all of the funds in one set of 
but divided in such a way that 
transactions each fund may be 
reported separately. 


of books 


books, 
the 2 of 
analyzed and 
mentions 


The _ statute 


three funds 


specifically 


1, Permanent Maintenance Fund 
2. Current Maintenance Fund 
3. Perpetual Care Fund 
In order fully to comply with the law, 
the use of other funds is advisable: 
4. yin Sales Fund—the proceeds 
f land sales and the disposition 
the reof. 
Selling Expense Fund—the allo- 
cation of part of the proceeds of 
land sales for selling expense, and 
the disposition thereof. 


ton 


6. Special Services Fund—the in- 
come from services rendered to 
lot owners and patrons of the 
cemetery, and the records of the 
costs of these services. 

Special Reserve Funds—appro- 
priations for specific purposes. 


NI 


In the following discussion, five funds 
will be considered: the three statutory 
funds, the Land Sales Fund and the 
Special Services Fund. This last fund, 
for practical purposes, may actually be 
combined with the Current Mainten- 
ance Fund, but for purposes of discus- 
sion, it is more feasible to treat it as a 
separate fund. 

In view of the necessity for keeping 
carry on the business of “selling or offering 
* without a “certificate of authority from the 


requirements of the general corporation law.” 
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experience has shown that after a 
period of time, normal 7 ome of 

tery eradually diminisl , because 

of the gradual decline in sales a burial 

ights and the concomitant diminish- 

rot mal ce netery oper ations. Asa 


available 


f r . . 1 1. g af 
lor > general care and upkeep ot the 


ult, current funds are not 


netery. To provide against this con- 
tingenc v, the statute requires that a 
Perm t Maintenance Fund be set up. 

Thi armory s an endowed trust fund, 
main in- 
ome of this 


- +} + ain 
yr the main- 


] 1 7 hicl ° 
the principal of which 1s to re 
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tact in pel “pr : 
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und 1s to be “solely f 





tenance and preservation of the ceme- 
rrounds.” As a trust fund, the 
, ' : 
pl cipal may be nvested 1 se f 5 
known as “lega that 1s, such as are 
permitted for savings banks, or in saving 
) l l SS OSs 
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Ol S tul DY tie translie nto O 
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10 ess than ten percentum of the 
eross proceeds of the sale of burial 
rights. Mor than ten percent may be so 
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Cemetery or of the Cemete ry Board (a 
‘t up by the s to administe: 


Supt sme Court in a 
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ra 


law) the 
district where a por tion of the cemeter 

1 “make an or ‘ed 
part there- 


nt 


s is located m: 
permitting the princi ef ora 
of used for the | current 
preservation of the 
Similarly, the 
application of 
the Cemetery or of the Cemetery Board, 
may increase or decrease the percentage 
of sales proceeds required to be de- 
posited in the Permanent Maintenance 
Fund. 

The 
thus, is at 
tery itsel 
used for 


yurpose of 
and 
otherwise 


upon 


maintenance 
cemetery or 
- ip eme 


Permanent Maintenance Fund, 

ist fund set up by the ceme- 
f ; 1e income of which is to be 
the general care, improvement, 
and embellishment of the cemetery as 
a whole, and for the performance of 
those services in the cemetery which are 
of benefit to the cemetery as a whole. 
It is to be distinguished from the 
Perpetual Care Fund, a discussion of 
which follows. 


sii Care Fund 

The Perpetual Care Fund is a trust, 
set up by ind lividual plot 
f the cemete ms: the principal of 
which is to remain intact in perpetuity. 
The income of this fund is to be used 
lely for the etual care and main- 


4. 1 ‘iene . ar ote 
f the lot or lots, or parts there- 


perp 
pe 


that upon the 
a prospective purchaser 
of burial hts, the cemetery shal] in- 
clude in the deed of convevance a Pet 
petual an : that the 
amount fixed as a psi it r perpetual 
I -asonable.” Similarly, 


provides 





Care agreement 
care shall be 
any owner of a lot (Note—the 


rt 
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1 at 
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od 1 
require the Ce ‘tery to enter into a 
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Perpetual Care agreement apes pay- 
er Se ee ee r eee 
ment ot tne prin Ipai Sum requl d, and, 


rincipal sum must be 
reasonable. 
The Perpetual Care Fund is a trust 


fund. The investment of this fund is 
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subject to the same restrictions as the 


investment of the Permanent Main- 
tenance Fund principal. Since, how- 
ever, the amounts received for Perpetu- 


al Care principal are usually relatively 
small, and adequate investment of small 
often impracticable, the ceme- 
may “for the purpose of investing 
and reinvesting such moneys, add the 
same to any similar trust fund or funds 
and apportion shares or interest to each 
trust fund upon its records at 
all times every such share or interest.” 

In entering into the Perpetual Care 
agreement, the cemetery is required to 
fix the principal sum at a reasonable 
amount, but it may also provide that 
the service to be rendered as a result of 
the Perpetual Care deposit shall be 
“to the extent that the income derived 
by the corporation from such amount 
will permit.” 

The accounting for the Perpetual 
Care principal is relatively simple. The 
income derived from the investment of 

principal is to be apportioned to 
each of the lots covered by perpetual 
care, in the proportion which each en- 
dowment bears to the total of the en- 
dowments. that on 


sums is 


tery 


S shi WwW ing 


The law requires 
or before March 15th of each calendat 
vear, this apportionment of the income 
from the Perpetual Care investments 
of the previous calendar or fiscal year 
shall be made by the officers of the cem- 


etery. The costs and expenses incurred 
in poeineneniy the serv 


ices for lots under 
perpetual care shall be charged to the 
ih ‘ticular lot. 


Separate ledger accounts are re- 
quired for each lot or grave under per- 
petual care. The credit shall be the 
apportioned part of the Perpetual Care 

ul] be the 





income; the charge sh costs 
and expenses of maintaining the par- 
ilar lot or grave. In the event that the 

1 





ticular 
pias large, the balance 
is to be vard as an addition- 


The statute 


al credit for “future 
makes no provision, however, for th 
contingency that the charge may 
ceed the credit. The deficiency is not 


to be carried forwar« 


> years 


Cx 


1949 


The Perpetual Care Fund is, thus, an 
endowed trust fund, set up by lot own- 
ers, or other patrons of the cemetery, 
for specific purposes, the principal of 
which may be mingled with other simi- 
lar endowments, and the income of 
which is to be credited to each lot or 
grave on a pro rata basis. Its purpose 
is to take care of the costs of the ser- 
vices contracted for, the credit balances 
of the accounts being carried forward 
to future years, the debit balances 
chargeable against current operations. 


Current Maintenance Fund 


The primary function of a cemetery is 
the interment of the dead. Incidental 
to the carrying on of this function is 
the necessity for adequate records, the 
maintenance of an office, the care and 
maintenance of the roads and paths to 
provide access to the graves and, the 
general care and upkeep of the cemetery 
and of the plots and graves. These 
duties are obligatory upon all ceme- 
teries. 

To provide funds with which to carry 
on these obligations, the statute sets up 
a Curret it Maintenance Fund, to be 
used “for the sole purpose of ordinary 
and necessary expenses of the care and 
maintenance of the cemetery.” In the 
first instance, this fund is created bv 
the allocation of “fifteen percentum of 
the gross proceeds of the sale’’ of bur- 
This percentage may be in- 
decreased by an order of the 
Court, on application of the 
cemetery or of the Cemetery Board. 

No provision other than the forego- 
ing is made for increasing or adding 
to the Current Maintenance Fund, in 
the event that the fifteen percent allo- 
cation shall be inadequate. The statute 
provides for the contingency that the 
allocation will be more 
than adequate, since it requires that the 
balance in the Current Maintenance 
Fund shall be transferred to the Per- 
manent Maintenance Fund after all 
burial rights shall have been sold. It 
is presumed that, at that time, the in- 

yme from the investment of the Per- 
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creased or 
Supreme 


fifteen percen 








manent Maintenance Fund will be suffi- 

cient to carry on the obligations of the 

Current Maintenance Fund 
While th ision f 


ere 18 no proy 


tions to the ( ent Maintenance Fund, 
there is no prohibition against such ad- 
ditions. Special services may _ be 
rendered by the cemetery for lot owners 
and patrons of the cemetery. Any 
income from these special services may 
be added to the Current Maintenance 
Fund 

lhe older cemeteries are faced with 
1 Ss us p oblem. With little or no 
bu | rignts av lable f sale, witl 
inadequate or no P inent Mainten- 
ince Fund investments, the statutory 
amounts to be deposited in the Current 
Maintenance Fund are woefully inade- 
quate. The only source of money for 
the Current Maintenance Fund remains 
the special services to be rendered, 
which must produce sufficient income 
beyond the costs and expenses of 
rendering these services, to provide for 


the costs and expenses of current main- 
tenance. 

In order to increase funds available 
for current maintenance, he statute 


provides the cemetery witl 1 the power of 
“taxation of lot owners.” Th 
had formerly been confined to rural 
cemeteries, It is extended to all 

neteries. The cemetery, with the 


ls power 


now 


prior approval of the Cemetery Board, 

aie aie A to exceed $2 pe 
may levy a tax not to exceed $2 per 
lot per annum (with the approval of 
the plot owners, this may be increased 
to $5 per annum) upon each lot, the 
yroceeds to be used for current main- 


have an 


similar 


Some cemeteries now 


Maint 


O this tax, Wi 
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g Che procees 
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properly part of the Current Mainten- 
ice Fund, since the purposes for which 


contracted are the purposes of 
Maintenance Fund. 

statute contemplates special 
be rendered by the cemetery 


> | erpetual Care con- 
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services to 
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tracts mentioned above are for special 
services. The statute specifically men- 
tions ‘‘acts and services ordered by the 
lot owner and rendered by the corpora- 

tion in connection with the use” of lots, 
‘is its and parts thereof. The gross re- 
ceipts, costs and expenses in connection 
with these special services are included 
in the Special Services Fund, which, in 
is a sub-division of the Current 
Fund. 


a sense, 
Maintenance 


Special Services Fund 


irectors of a 
x reasonable 
rendered 


1 
the <¢ 
cemetery ‘corporation to f 


charges for special services 


to lot owners and patrons of the 

cemetery. These special services con- 

sist off the digging of graves, the build- 

ing of foundations for monuments and 
] 





memorials, special plantings, special 

eee and many other services 
incident to the care and operation of 
a cemetery, “including perpetual, an- 
nual and special care, management and 
“otection of lots, plots and parts there- 





“Tn determining said charges the di- 
rectors shall consider the propriety 
and the fair and reasonable cost and 
expense of rendering the services and 
the work for which such 
charges are made.” The charges may go 
bevond the “cost and expense of render- 
ing the services,’ since the directors 
are instructed to consider these items 
in fixing the charges. For good and 
valid reasons the directors may fix the 
charges so as to make a profit on the 
rendering of these services. A valid 
eason would be to provide funds for 
current maintenance, when the statu- 
pron isions for current maintenance 

ide inadequate funds. Other valid 
reasons may be to provide funds for 
improvements a embellishments, to 
provide funds for purchase or replace- 
ment of operating equipment, for ex- 
traordinary repairs to the office build- 
ion of an office building or 
for additions to the Permanent 


Fund. 


pertornung 


tory 


pi “OV 


ing, for erect 

1 
chapel, 
Maintenance 
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It is to be noted that these services 
are to be rendered only when “ordered” 
by the lot owner or patron. There must 
be a contractual obligation on the part 
of the lot owner for each item of work. 
The prior law permitted services to be 
rendered for work “authorized” by lot 
owners, which implies a blanket au- 
thorization and the use of judgment on 
the part of cemetery officials. 


After these charges have been fixed 
by the Directors of the cemetery corp- 
oration, the statute requires that a 
schedule of such -ses be filed with 





the Cemetery Board, and that any 
changes in the schedule filed must be 
approved by the Cemetery Board. An 
initial filing of cemetery charges and 
“a statement showing the basis upon 
ihtieh they were made” is required 
before November 30th, 1949. New 
cemeteries must file ie 28 ninety days 
capella car yagi The Cemetery Board 
is required to “make and file in its office 
an order presi disappro or 
amending such... charges in ares 8 or 


in part” within six months, In the in- 





terim, charges filed by existing ceme- 
teries shall be “in effect” until the 
Cemetery Board acts and new ceme- 


teries may “enfor ‘harges. The 
Cemetery Board is required to con- 
“th ‘ietv and the fair and 
nd expense” of the 
work to be done, when preparing its 
order 
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After charges have been fixed by the 
Board of Directors, they must be “suit- 
ably printed and conspicuously 
posted” in each office of the cemetery. 
Penalty for failure to post these charges 
is fixed at $25 per day. 

The statute requires that a schedule 
of charges be refiled each year on or 
before March 15th, and that any 
changes contemplated in the schedule 
be clearly indicated. No such change, 
however, may be put into effect until 
approved by the Cemetery Board. 

The Special Services Fund, there- 
fore, should be a matter of serious con- 
cern to cemetery officials. Careful cost 
records must be kept, and the cemetery 
must be prepared at all times to justify 
the charges. 


Land Sales Fund 

Since the primary function of a ceme- 
tery is to provide for interments, the 
sale of burial rights in the land, where 
the interments are made, is an import- 
ant operation of the cemetery. The 
initial step in preparing a cemetery for 
functioning is the acquisition of land to 
be used for interments. New cemeteries 
in the future are forbidden to pay more 
than “the fair and reasonable market 
value” of the real property to be ac- 
uired. The terms of purchase, the price 
and the method of payment must be ap- 
proved by the Supreme Court. The 
current statute makes no change in the 
prohibition against the sale of the fee 
by cemeteries, except, that with the 
approval of the Supreme Court and 
upon proof that “all bodies have been 
removed from each and every part of 
the cemetery” and “that all the lots in 
the entire cemetery have been recon- 
«1 to the corporation and are not 
for burial purposes, and that it 

*bts and liabilities,” the ceme- 
“sell or dispose of such land.” 
the normal operation of a ceme- 
tery, however, the burial rights may be 
and are The statute very plainly 
declares that “ the right to use any lot, 
plot or part thereof may be sold or con- 
veyed only by the Cemetery Corpora- 
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tion.” The law distinctly eliminates the 
possibility of purchase of burial rights 
for pe ulation or for resale. (This ] yro- 
ision does not apply to a “member ship 
or religious corporation or unincorpor- 
ited association or society which pro- 


fits for its members.” ) 


The burial rights in any plot or grave 











which has not been used, or from which 
all bodies have been law onl removed, 
may be resold by the lot « *, but only 
with approval of the ies Board. 
This approval will not be granted, un- 
less the rights shall have first been 
to the cemetery at the original 

1 lus simple interest at 





| innum since the time of pur- 
of} 
cl sc 
The statute requires that the Direc- 
tors “must fix and determine the prices” 
for sale of burial rights in plots or 
graves. A schedule of such prices must 
be conspicuously posted in each office 
of the cemetery and must be filed with 


the Cemetery Board. There is no 
authorizing the Cemetery 
Board to change prices as fixed by the 
Dire ctors, 

Subject to the rules and regulations, 
charter and by-laws of the cemetery, 


prov 1sion 


sale at the posted prices is mandatory 
when a prospective purchaser offers 
the purchase price, but the cemetery 


“need not sell and convey more than 
one lot, plot or part thereof to any one 
person.” Plots or graves may not be 
sold in excess of the price listed in the 


schedule. bleh emetery Board may im- 
pose and collect, by civil action, a fine 
of three times the excess amount. 

The statute prohibits payments of 


commissions, bonuses or rebates to any- 

connection with the sales of 

burial rights, other than “to a person 

regul larly employed and supervised by 
» Cemetery Corporation.” 


one in 


Th 1e distribution of the proceeds of 
sale of burial rights, hitherto compara- 
tively unrestricted, is now rigidly pre- 
l. Ten — of the collections 
must be placed in the Permanent Main- 
tenance Fund. Fifteen percent of the 


scribe 
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collections must be placed in the Cur- 
rent Maintenance Fund. Out of the 
balance of seventy-five percent of the 
collections, the selling expenses are to 
be paid and from the remainder, at least 
one-half must be utilized toward liqui- 
dation of the purchase _ of the real 
pooperty acquired for burial ——* 
The balance is to be applied to “preserv- 
ing, improving and embellishing” the 
cemetery and to ‘“defraying its expenses 
and discharging its liabilities.’ When 
the full purchase price shall have been 
paid, including the expense of survey- 
ing and laying out of the cemetary, all 
proceeds of sales of burial rights “shall 
be applied to the improvement, preser- 
vation, and embellishment of the Ceme- 
tery’ and to defraying its expenses and 
discharging its liabilities. The proceeds 
of sale of burial rights not used for pay- 
ment of the purchase price, for selling 
expenses, and for the statutory trans- 
fers to the Permanent Maintenance and 
Current Maintenance Funds, are to be 
made part of the Current Maintenance 
Fund or of the Permanent Maintenance 
Fund, as voted by the Board of Direc- 
tors. 

The provisions for the distribution 
of the proceeds of land sales apply to 
sales effected after September Ist, 1949. 
Collections on sales made prior to that 
date are to be distributed in accordance 
with the contractual obligations of the 
cemetery and the authorizations of its 
Board of Directors. 

In discussing the distribution of pro- 
ceeds of land sales, the statute refers to 
“gross proceeds.” The practice has been 
to include under this term interest re- 
ceived by the cemetery on deferred in- 
stallments of the contracted purchase 
price. Interest on deferred payments on 
contracts entered into prior to Sep- 
tember 1, 1949, is distributable in the 
same manner as payments of principal. 
This is true whether the interest ac- 
crues or is charged prior to September 









1, 1949, or after September 1, 1949. 
All money received as the proceeds 
of sale of burial rights must be separ- 


ated into two groups: money arising 
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from sales prior to September Ist, 1949, 


and money arising from sales after 
: wiline ¢ 1 ¢ ] : ‘i 
September Ist, 1949. The first group 
oft money mu ( buted in accord- 






ance witn 


Money arising from new must 


sales 

be put into a temporary clearing ac- 

count, which, for want of a better term, 

may be called the Land Sales Fund. 
ft 


Periodically, certainly not less frequent- 
a month, ten percent of 
such moneys must be transferred to 
Permanent Maintenance Fund, 
% of such moneys must be trans- 
to the Current Maintenance 
d, an amount to be determined by 
1e Board of Directors must be set aside 

or selling expenses (preferably into a 
separate bank account, which may be 
called the Selling Expense Fund) and 
at least 50% of the balance, or more as 
1 by the Board of Directors, 

must be utilized for liquidation of the 





ly than once 


wz 
5 


4 





Mh et — ot 
a Be 
“ 
—> hs 


determinec 






Land Purchase obligations of the ceme- 
tery, and the balz then transferred 
to either the Permanent Maintenance 
Fund or to the Current Maintenance 


Fund, as determined by the Board of 
It should be noted that it 





‘tor ild 
would be preferable to transfer this bal- 
ance to the Current Maintenance Fund, 


ince any principal sums placed in t! 

P becom 
Fund. the principal of 
flexibility in the use 
rred to the Current 
d than of similar 
Permanent 





to the 





Certificates of Indebtedness 


A recognized torm ot 


re 
cemetery 11- 


Indebted- 
y be issued in pay- 
ment of part or all of the purchase price 
acquired by the 


purposes or “for 


of the real 


cemetery for 


property) 
burial 
ae, Sy ae See 

r materials furnished 
l 


the necessary an 


services render 
in connection 
raner nrecer : 
proper preservati 
of the cemetery} 

s apr PE 
ie Cemetery Board. Such approval 


1 
i 





n or improv ement 


with the approval of 





+ 


will be given given only if the ‘“‘amount 
of the Certificates proposed to be is- 
sued not exceed the fair and 
reasonable value of the services 
rendered or materials furnished or the 
purchase price of the real property.” 
Certificates are “transferable by deliv- 
ery, unless therein otherwise provided”. 
Certificates are issued for not 
less than $100 and may bear interest 
not to exceed 6% per annum. 


does 


to be 


The cemetery must keep a register 
of Certificates of Indebtedness showing 
“number and amount of such Certi- 
ficate, the person to whom issued, the 
date of maturity, the rate of interest, 
and the purpose for which the same 
were issued’. A copy of this register 
must be filed with the Cemetery Board 
before October 30th, 1949. Each year, 
before March 15th, a_ state- 
ment, must be filed with the Cemetery 
Board “setting forth all changes in 
account during the previous 
calendar or fiscal year.” 

The Directors are required to set 
aside from the proceeds of sales of 
burial rights “such sums to pay such 
certificates at maturity as they deem 
necessary.” Of course this does not 
mean that they are permitted to en- 
croach upon the statutory 10% and 
15% provided for the Permanent Main- 
tenance and Current Maintenance 
Funds. The Directors may make an 
appropriation out of the remaining 
75% for selling expenses and, subject 
to the contractual obligations of the 
cemetery, may appropriate as much of 
the balance as they deem necessary to 
retire certificates, even up to 100% of 
the balance. 

The statute continues recognition of 
a special form of Certificate obligation, 
known as Land Share Certificates, 
under which the cemetery had pre- 
viously contracted to pay a specified 
share of the proceeds of the sale of 
burial rights, up to a maximum of 
50% of such proceeds. The statute 
changes the amounts which may be 
paid on such Land Share Certificates 
from a maximum of 50% of the gross 
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What’s Ahead in State Taxation 


By Mortimer M. KaAssELi 


fe its broad aspect, a discussion of 
what’s ahead in state taxation re- 
quires a more accurate crystal ball than 
I have with me tonight. In any event, 
such a discussion would entail a con- 
sideration of Federal and State budget 
requirements and estimates. These in 
turn depend inevitably on future eco- 
nomic conditions in this State, this 
country and the world. I would be re- 
luctant to venture into any of these 
In fact, I would even hesitate to 
venture a prediction as to whether the 
State’s current budget expectations will 
be realized, although our fiscal experi- 
ence in recent months may be a guide. 
Some taxes on commodities continue 
to reflect high level business volume. 
Among these are the gasoline taxes and 
motor vehicle license fees which are 
over $5. million dollars ahead of last 
Cigarette tax receipts are $1.6 


fields. 


year. 
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nillion dollars ahead of last year, de- 
spite the increase of one cent for retire- 
ment of the bonus bonds. Receipts 
from the liquor tax and the personal 
income tax are running close to expec- 
tations. Including the war bonus bond 
retirement, the State with the 90% 
rate expects to raise over $250. million 
dollars from personal income taxes. On 
a less optimistic side is the corporation 
franchise tax. From present indications 
the original estimate of $184. million 
dollars will not be realized. Similarly, 
receipts from the stock transfer tax and 
the estate tax are somewhat behind. 
Our state fiscal situation can best be 
summed up in the words of Spencer 
FE. Bates, Commissioner of Taxation 
and Finance of the State of New York, 
as follows: 

“There is, therefore, nothing especially 
alarming in the mixed picture of present 
revenue receipts. The State’s financial 
structure, through careful planning and 
wise husanding of our resources during the 
war boom years, is sound and solid. The 
necessary functions of State government 
are being and will continue to be financed 
without overburdensome taxation or hard- 
ship in th individual or any 
enterprise. 


e case of any 


In connection with the fiscal side of 
state taxation, two aspects must be con- 
stantly kept in mind. One is that there 
is an ever increasing pressure for pub- 
lic spending for new and expanded 
more and better roads, more 
institutions, more and better 





tunctions 


and | 


petter 





services of all kinds. The second is 
the fact that over 57% of the State’s 
budget is returned to its cities, towns, 
villages and school di in the form 
of local assistance of one kind or an- 


other. 
The constantly increased demands of 
government resulted in 1947 in 


ranting of additional taxing pow- 


local 
the gt 
ers to the cities and counties of this 
Upon the advice of the State 
lax Commission, these additional tax- 
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ig powers were framed so as to require — striving for uniformity in personal in- 


some statewide uniformity through uni- come taxation. In fact one of the recent 
fo laws, returns and regulations. amendments which I shall discuss is a 
vere also inserted to pre- step in that direction. I am personally 


vent duplicate taxation and a recent hopeful that in time we can avoid dupli- 
t to cate returns, duplicate audits and dupli- 








woid duplica gross re- cate field examinations in personal in- 
Mo ind by the come taxes. 
the idea of 
l Mey ind +; 
ist One pit ¢ 
some states individual  f, 
l to prepare as, 
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many as nine income tax returns for dif-  }y the State’s fiscal experts. Vari 
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ant tive, Judicial and statutory. ration of tax returns. It would, how- 
‘ v benefit the vast 
place in Philadelphia—a majority of New York taxpayers 
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Chapter 93 of the Laws of 1949. It is 
a step in the general direction of uni- 
formity with the Federal income tax 
law. This new amendment will doubt- 
lessly pose many questions to you as 
practicing accountants as well as to the 
State Tax Commission. Its primary 
purpose is to aid in the administration 
of the personal income tax. Some eight 
other states have similar provisions. 
As most of know, Article 9-A 
which imposes the franchise tax on 
business corporations has for many 
years required that any Federal changes 
be reported to the State Tax Commis- 
sion. This was necessitated by the fact 
that this tax is based on Federal net 
income, entire net income for New 
York purposes under the statute being 
“presumably” the same as that for Fed- 
eral income tax purposes. However, 
the New York personal income tax im- 
posed by Article 16 of the Tax Law is 
not as closely tied in to the Federal 
individual income tax. There was no 
requirement of reporting Federal 
changes. 

While some progress had been made 
toward coordinating the two taxes by 
means of exchange of information be- 
tween the Federal and State taxing 
authorities, it was believed that a more 
definitive result could be obtained if 
the New York law imposed upon tax- 
pavers the affirmative duty of advising 
the State Tax Commission of any 
changes made in their personal income 
I°ederal authorities. Ac- 
various contained 


you 


taxes bv the 


cordingly, 


sections 


in Article 16 of the Tax Law were 
amended to provide that if the amount 
of net income for any vear as returned 


to the Treasury Department is changed 

rrected by the Commissioner of 
Internal Revenue, the taxpayer must 
report such change to the State Tax 


Commission within ninety days after 
the final lederal determination. The 
amendment also required that any tax- 
paver filing an amended return with the 
Treasury Department must also file an 
amended return with the State Tax 


Commission and to pay any additional 


tax shown to be due. No form has 
been prescribed for notice to the Com- 
mission of such change, but a copy of 
the final Federal determination must 
accompany the notification. The notifi- 
cation must be given by the taxpayer 
regardless of whether he believes any 
modification of his tax liability under 
Article 16 is required. 

For example, the taxpayer must noti- 
fy the Commission even though the 
Federal change relates to deductions 
for State income taxes, which, as you 
know, are not allowable deductions for 
state purposes. 

The amendment also provides that 
the Commission within one year after 
receipt of the notification must recom- 
pute the tax and issue an assessment 
of any additional tax that may be due 
or make a refund of any overpayment 
of tax. This recomputation may be 
made by the Commission even though 
the time within which to make an as- 
sessment or to make a refund has other- 
wise expired. However, if the taxpayer 
does not notify the Commission of the 
Federal change, there is no statute of 
limitations, and the Commission may 
make additional assessments at any 
time. 

The amendment does not limit the 
time within which assessment or re- 
funds may otherwise be made. In other 
words, if an individual files his 1948 
state return on April 15, 1949, and re- 
ports to the State Tax Commission a 
Federal change made in September, 
1949, the taxpayer may still make ap- 
plication for a refund up to April 15, 
1951, and the State Tax Commission 
may make an additional assessment 
until April 15, 1952. 

The statute was carefully drafted to 
apply only to cases where the Federal 
changes were made or amended returns 
were filed on or after July 1, 1949. 
However, the Federal changes may re- 
late to preceding years. 

The amendment authorizes the Com- 
mission to make assessments in cases 
which have otherwise been barred by 
the ordinary statutes of limitation. 
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For ( mole lye LLISE of «€ tensions of 
t Pre Department makes 
in October, 1949, with respect 

t tl | ( } ission 
ke additional assessment even 

t] 1943 ye is now barred 
in tl tate by the ordinary three-vear 
statute. While this may appear to be 


harsh, it should be emphasized that the 


ent also permits the making of 





Caan 1/1 — 
1 which would otherwise be 
barred by the statute of limitations 


noted that where 
there is a Federal change the Com- 
ie tax, even 
though the recomputation involves ele- 
than those changed by 
the Federal authorities. For example, 
changes are made by the Treasurv De- 
spect to deduc tions for 
The Commission 


J expenses 
evertheless, question the deduc- 
{ selling expenses. The amend- 
t also applies to the unincorporated 
) tax imposed by Article 
1 the Tax Law. 
By Chapter 848 of the Laws of 1949, 


\rticle 9-A was also amended to re- 











! ended franchis« 
t 1 with the State 
y days r an 
rpor t r rt is filed 
‘ re I Jepart nt or on its 
t rt. The requirements with 
r to nded return 
I e and | ] income tax 1 
( re the e. However ' ] 
I Dec | leral « nges the req re 
ment ! htly different 
chat 1 ome taxes must 
b ninety days after th 
I I | I | a T ination Vi r¢ 
franchis Taxes. the cl inges 
1 is In tl 1 the 


im < ire with t lis last men- 
tioned 9 tion must be made 
eee api 

( erun ire indied where there 
Is a ¢ ge in net income. Under sub- 
m 4 of section 212 of the Tax 


° c i £ « “hn + np 
certain from a report of a change of net 
income the entire net income of the 


and, if an excess of tax has 





ene ] ] 
d, to credit or refund s cx- 
cess. It is therefore unnecessary for a 
taxpayer to nie an ap} ition Tor re- 
. 1 , ’ 2 . 
vision where there has been a change 1n 


net income by the Treasury Depart- 
ment. If a taxpaver, however, is dis- 
satisfied with the 

it may file an application for rev 
and this must be filed within one vear 


reaudit and re- 


Commission’s action, 


ision 


from the time of the 
statement. 

One other amendment made by the 
last session of the Legislature may be 
of interest to those of you who repre- 
sent corporations engaged in business 
both within and without New York. 
You will recall that under new Article 
9-A of the Tax Law a corporation 
which is entitled to allocate its business 
seenerally on the 
three factors of tangible 
property, business receipts and 
rolls. In connection with the property 


d by the taxpaver 


income must do so 


pav- 





nerty wn 





fa ‘tor, prop VO i 

both within and without the State 1s 
considered. It has been increasing 
col nin recent vears for many tax- 
pavers to! rather than own the real 
propert sed in eir busi Ses 
Whether real property is ¢ ed 
outright by the taxpaver or is leased 


to it, its business activities within the 


state are the same. There is obviously 
o reason to place a heavier burden of 


taxation upon taxpayers who own real 


property employed in business, than 





1 
pon taxpayers who merely rent the 
property. A number of states have 
; 
recognized this ine vy and have 


property in the 
erty factor of the al 
It was for these reasons that pargraph 
10 was added to section 210 of the 
Tax Law placing rented real property 
in the same category as property owned 
by the taxpayer. The amendment is 

: : 

1 


allocation 


applicable to returns due May 15, 1950. 
The enactment of this legislation 1m- 
posed upon the State Tax Commissior 


the duty of promulgating 


**8 
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elaborate a somewhat terse statute. 
Accordingly, during the past summer 
the Commission conferred with com- 
mittees of various organizations inter- 
ested in State franchise taxation. The 
Committee on Taxation of this Asso- 
ciation cooperated fully and I am au- 
thorized on behalf of the State Tax 
Commission to extend its thanks to 
the Committee and to you for your help 
in the preparation of the proposed regu- 
lation. No regulation has yet been 
issued, but a few comments will indi- 
cate the nature of the task before the 
Commission. 

The major problem was to select a 
quick and easy method of determining 
the value of rented real property both 
within and without the state. With 
the increasing cost of tax compliance 
uppermost in its mind, the Commis- 
sion sought a simple method of determ- 
ining the value of a part of a building. 
What is the value, for example, of the 
76th floor in the Empire State Build- 
ing? The simplest method is to capital- 
ize gross rents. After consideration of 
many factors the Commission is likely 
to determine the fair market value of 
real property rented to taxpayers by 
capitalizing the gross rents by 1214%, 
in other words by multiplying gross 
rents by 8. 

The capitalization method of determ- 
ining the value of the rented real prop- 
erty will obviously not cover all cases. 
| am optimistic enough to believe it 
cover the vast majority. It is, 


will 
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however, recognized that in exceptional 
cases this method will not produce an 
accurate valuation. Accordingly, it is 
contemplated that the taxpayer may 
apply to the Commission for permis- 
sion to use some other method. Any 
such application should be supported 
with full information with respect to 
the property, together with the basis 
for the proposed valuation. Once a 
different method has been approved 
by the Commission it may be used in 
subsequent years and until there is a 
material change in the facts. It is an- 
ticipated that formal regulations cover- 
ing this subject will be issued next 
week. 

I think one other observation should 
be made, and I have had occasion to 
make it before to this Society. It has 
been our good fortune in this State 
for many years to have a State Tax 
Commission which is constantly striv- 
ing toward sound tax administration 
policy. That is illustrated by the prac- 
tice of consulting with taxpayers’ rep- 
resentatives and organizations such as 
yours. The Commission has thereby 
not been wholly unselfish, for admin- 
istrative pitfalls have been avoided and 
unnecessary hardship to our industry 
prevented. It has also made for better 
taxpayer relations and encouraged 
better taxpayer cooperation. It it grate- 
ful to organizations such as yours for 
help and assistance in the enforcement 
of our tax laws. 


BED FEATHER SERVICES | 
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3y GreorGE P. KLEIN 


J ewe auditing of New York State’s 
personal income tax returns is an 
operation of tremendous size. The in- 
crease in the volume of returns has 
been particularly rapid during and since 
the war. From 1937, the first year 
in which the number of returns passed 
the million mark, each succeeding year 
has seen more returns filed, with the 
total in 1947 reaching 3,279,000 and in 
1948, 3,553,000. The total figure for 
the 1948 collection year was composed 
at 2,524,000 taxable returns and 1,029,- 
000 There are also re- 
ceived each year approximately 3,500,- 
O00 information reports filed by em- 


nontaxable. 





ploy howing the compensation paid 
to each ¢ oyee. During the last year 
( stallment payments increased 





from 250,000 to 486,000 returns. 


recause of the intimate relationship 


with the personal income tax, the un- 
incorporated business tax assessed 


under Article 16-A is also administered 
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in the Income Tax Bureau. In the 
case of the sole proprietors, the unin- 
corporated business tax return is affixed 
to the income tax return. This allows 
verification and comparison of the items 
as reported on the unincorporated busi- 
ness tax report and the personal in- 
come tax report. In the case of the 
82,000 partnership returns the unin- 
corporated business tax is made a 
part of the form and the business tax 
is audited in conjunction with the per- 
sonal income tax of the member part- 
ners. This permits a checking of the 
distributive share of the net profits 
as reported by the member partners 
against the distributive share indicated 
on the partnership return. It also en- 
ables a uniform procedure in adjust- 
ments which might be required on the 
returns of member partners. 


Beginning with returns for the year 
1947, New York State has utilized a 
short form punch card for taxpayers 
whose income is derived from wages, 
salaries or investments and where the 
taxpayer elects to take a flat reduction 
of 10%, not to exceed $500.00, in lieu 
of itemizing allowable deductions per- 
mitted under the statute. Approxi- 
mately 1,616,000 taxpayers, or 45% of 
those filing personal income tax re- 
turns in 1948, used this short form. 
Sampling several thousand tax reports 
in the various groups would indicate 
that the 10% deduction for miscellan- 
eous expenses such as contributions, 
miscellaneous taxes and insurance pre- 
miums is greater than the amount 
claimed by the average taxpayer and, 
in most cases, a slight advantage is 
obtained by the use of this method of 
reporting. Any revenue lost, however, 
is more than overcome by the saving 


November 





Machine Operations and General Procedure of the N. Y. State Income Tax Bureau 


in personnel which would be required 
to examine the various reports to de- 
termine whether or not deductions 
claimed are permitted under the statute. 
The auditing task is reduced to a veri- 
fication of the taxpayers’ mathematical 
calculations, matching the information 
report of the employer with the salary 
reported on the taxpayer's return and 
in some cases questioning the exemp- 
tion, particularly that of head of a 
family. 

The foregoing figures give some idea 
of the volume of the operation. The 
limitations of time in which the auditing 
job must be completed is a major prob- 
lem. The use of the short form has 
reduced this to a considerable extent. 
During the past two years we have 
also installed a method of processing 
tax reports and matching employers’ 
information reports against taxpayers’ 
returns, which will save considerable 
time. 

I will give you a brief outline of 
the procedure in our mechanical opera- 
tions. As to our manual operations, 
the procedures of examining checks, 
comparing payments with the returns 
filed and similar operations are much 
the same as in the past. As the mail 
is opened, returns and checks are ex- 
amined and, if in good order, the re- 
turns are separated into three principal 
groups, full paid, part paid, returns 
for new taxpayers and taxpayers who 
have changed their address since filing 
their previous reports. The check and 
return are both stamped with an iden- 
tification number. Whenever writing 
to the Department about a payment, 
it will always assure identification of 
the payment and result in quicker re- 
sponse if you give the six or seven 
digit serial number stamped on the 
cancelled check. After the returns and 
checks are numbered, the checks and 
returns are separated, the returns go- 
ing to the key punch section. Here a 
payment card is prepared in which the 
taxpayer’s name code, social security 
number, the tax due, the tax paid, the 
identification number and, where the 


1949 


taxpayer is a salaried employee, the 
amount of salary reported, are punched. 
The returns and payment cards are 
then sent to the machine room where 
a listing sheet is made on a tabulator 
from the punched cards showing the 
taxpayer code, the identification num- 
ber and the amount of payment. The 
listing sheet and other material is then 
sent to our deposit unit. The checks, 
which were separated, go to a section 
of adding machines where an adding 
tape listing with the total is made and 
attached to the checks. They are sent 
to the deposit unit where the checks 
are matched with the returns, the list- 
ing sheet and other materials and an 
examiner compares the listing sheet 
with the adding machine tape. If they 
agree, the deposit slip with the checks 
is ready for banking. If they differ, 
each item must be examined and the 
records brought into agreement. The 
returns with the punched cards are 
then stored for ten days so that they 
will be available in such cases where 
the check is returned by the bank be- 
cause of insufficient funds, death of the 
taxpayer, et cetera. After the ten day 
period, the full paid returns are sent 
to the general files and the payment 
cards to the machine unit. Returns 
for new taxpayers and those who have 
changed their addresses during the 
year are stored until checks are de- 
posited and then sent to the key punch 
section for the preparation of a master 
card for the new taxpayers, or a new 
master card with the current address 
where there is a change of address. 
The part paid or installment payment 
returns are sent to the key punch 
sections as soon as personnel is avail- 
able to prepare address cards and bill- 
ing records. This file is arranged ac- 
cording to identification numbers and 
whenever you write about adjustments 
of a bill, you’should refer to the identi- 
fication number as well as the tax- 
payer's name and address. The bill 
is prepared showing the taxpayer’s 
name and address, the tax due, the 
amount paid, the balance due and the 
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identification number. Bills are sent 
out about fifteen days before the due 
date. When the bill is returned, the 

nt of payment is punched in the 
and the deposit procedure 
is the same as that u sed when the re- 
turn 1s filed. The bill is then matched 
| accounts receivable 
rd by identification numbers and the 
-oduced in the accounts 
receivable card by machine 
is then ready to prepare the 
This process is re- 
peated for each 


operation. 


same 
billing period. 
As oon as the de] osit worl is com- 
while the billing poeetins: 
cards for 
aving on. the. installme 
paying on the installment 
arranged according to tax- 
payment cards are 


dep Sit 


process 
| ’ 


pay er’s code. The 





then matched against the master card 
| the ‘ de. All master 
cards fo ayment card is 
rec la and this rep- 
( sO file \ letter 

is ther er requesting 
tement of the reasons for failure 
When this process 1s completed, 

the pavment cards are again arranged 
to social security number 

they are matched against the em- 
plovers’ information reports, form 105, 
ch at lso arranged by social se 
umber. Those not matching 

( 1 out. 105 reports without 
Y cu numbers are then 
mer ith the 105 reports with social 
nut er that did not match 


s arranged according to 
taxpavers’ code. The unmatched pay 





ment cards are also arranged according 
to code and they are re-matched with 
he 105 reports. Any remaining em- 
vould indicate that the 
( } 1 iled Phe ire then 

| C t tl d ju master 

( » ac ft de erniine y] it taxpi vers 

en requested to file under the 

; 3 eration of delinquent audit 
The re ning 105 reports are thos« 
ers who ha failed to file a re- 

urn. In this matching process, payment 


T 
ith 105 cards are 


{ccountant 


as to the compensation re- 
port by mechanical procedure and 
where there is a difference, both the 
payment card and the 105 report are 
thrown out. This matching procedure 
by form 105 is a new process under 
the present installation and should re- 
duce by a considerable amount the 
letters sent to taxpavers where the in- 
formation report under previous pro- 
cedure could not be matched out. be- 
cause of change of address, difference 
in the names as reported by the tax- 
payer and by his employer or as the 
result of using initials with common 
names. This, in general, completes the 
major operations on the receipt of re- 
turns, the billing operations, the gen- 
eral delinquency audit and the 105 
information delinquency. 
well at this time to point 
"es hon we find are 
sing us difficulty and undoubtedly 
re ing in some annoyance and in- 
convenience to the taxpayer or to you 
It is found that many of 
the questions asked on the forms sup- 
plied by the Department are not an- 
swered or the information supplied is 
incorrect. Under the machine opera- 
tion the only basis we have of address- 
reports of the taxpayer at the 
ach collection period is 
a master me If in answer to question 
on the report “Was a return filed for 
the prior year” you answer “Yes” and 
no such report was submitted, we spend 
considerable time attempting to locate a 
file for this taxpayer whe n none exists. 
When in answer to the questions “Did 
vou file from the same address” and 
i “Give the address from which 
report was filed”, if the tax- 
address and you 
such change, 


compared 


: 
It might be 


out othe practic 


accountants. 


ng aX 


~ 


1 
be nine of 


ths 


vour last 
paver has changed his 
that there was no 
correspondence and forms being fur- 
taxpayer will be sent to 
he old address and 1 in addition thereto, 
the payment al which is prepared at 
the time the taxpaver’s return is filed 
will not match against the master file 
where there is no social security num- 

a result, the taxpayer re- 


~ ate 


nished the 








ber. As 
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ceives a letter advising that he or she 
is delinquent and requesting that a 
return be submitted with a payment 
of the tax shown to be due. If vou 
failed to answer the oo we have 
no basis of determining what procedure 
to follow. If we assume a return has 
been filed and this is the return 
submitted by the taxpayer, no master 
file is established. In such cases when 
we match the payment card against 
the master card, we will be with a 
payment card but no master card and 
have to do a manual checking which 
is a time consuming task. 

Most of you have undoubtedly 


first 


had 


considerable correspondence from our 
office on the delinquency procedure in 
connection with employers’ informa- 
tion reports in the past. Many of the 


reasons for what might appear as an 
error were due to the fact that the 
taxpaver gives his employer his first 
and middle initial and his last name, 
while on mi tax reports he gives 
middle name in full 
This occurs particu- 
larly in cases of common names such 
as Smith, Jones, and the like. As 


1 


his first 
nd his heats name. 


result, many letters went out to tax- 
pavers who had filed reports. Much 
of this condition will be overcome by 
the use of the social security number 





where the 
uritvy num- 
ber, he should show his first name and 
middle initial and family name full 
and also have his employer use his 
first name and middle initial in re- 
porting the compensation earned dur- 


ing the year. 
You will recall that in the billing 
‘turned bill is matched 
This is a mechan- 
taxpayer 
h his remitt- 
time and 
ble annoyance to tax- 
the past year we re- 
iecks without the 


for matching. Boweves 


taxpayer has no social sec 





operation the r 
aie ‘ard. 
ical operation and if each 


vith the 


ance, we could save much 
avoid considet 
During 
‘eived some 30,000 cl 
bill. Be riaur of these checks carried 
> signatures which made it 1m- 
the remittance against 





pavers. 


pe ible to match 
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the ledger card. As a result, it was 
necessary to send out some 10,000 


letters to taxpavers or to banks trying 
to ide itify the taxpaver and determin- 
ing the li bility f for which the remittance 
was Intended. In many cases the checks 
were intended for other bureaus. Some 
were sent in error, as the total tax due 
paid in full at the time the return 
was filed. Many of the checks are re- 


was 


ceived around June 15th when the 
Federal installment is due. If the tax- 


pavers would wait for the receipt of 
their bills or at least until July 10th 
before forwarding the remittance, from 
50% to 75% of this additional work 
would be eliminated. 

During the past vear it was neces- 
sary to return 7,700 checks which were 
received without the signature of the 
taxpaver, or were made payable to 
the Collector of Internal Revenue, or 
checks which were drawn payable to 
the taxpayer but not endorsed to the 
Tax Commission. During this period 
we also received 26,000 returns without 
remittances, many taxpayers forward- 
ing a check the following day stating 
that - or fev include the 
remittance with his or her report. You 
can imagine bee work required to as- 
sociate a check against a tax return 
which has been received with 3,500,00 
other tax reports and _ particularly 
en the signature is very often il- 
We also received about 20,000 
returns where the remittance was not 
sufficient to constitute 25% of the 
tax payable requiring a letter to the 


taxpayer requesting an additional pay- 


forgot to 
torgot t 





Wil 


legible. 


ment to the extent of the shortage. 
In addition, there are many cases 
where husband and wife file separate 


returns or where two or more taxpayers 
forward their reports and send a single 
remittance. In many cases the amount 
of the remittance does not cover the 
full tax but is in excess of the mini- 
mum amount to be paid under the 
installment basis. In such case, it 
is necessary to write the taxpayer to 
determine the amount which should 
be credited to each account. The prac- 
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ti ot sending two or more returns 
with a single remittance requires a 


great amount of time during the period 
when we are pressed to capacity for 
production. 

After a recent survey we are con- 
vinced that many employers are not 
filing information reports showing com- 
pensation paid to their employees on 
Form 105. As this is a very important 
part in our delinquent procedure, it 
might be well to question your clients 
and instruct them as to the provisions 
of the statute with reference to supply- 
ing information of the amount paid to 
any employee. We are considering a 
procedure for determining what em- 
ployers fail to file reports on Forms 
105 and 106 and demand will be made 
upon all who are delinquent in filing 
of information reports and they will 
be subject to a penalty for failure to 
comply with the requirements of the 
statute. 

I know that in most cases account- 
ants prefer to use blank forms in pre- 
paring returns for their clients. I am 
also aware of the fact that many clients 
will not bring the forms which were 
mailed to them to your office. Very 
often, correspondence with reference to 
delinquency either for the current or 
ior years can be avoided by the 
use of the form furnished by the De- 

irtment to the taxpaver. If we have 
iled form prepared by the office, 
prior re- 
ort having been filed and even though 
taxpayer may be in 
process of audit or adjustment, no cor- 
will be started with re- 
ference to prior year reports until that 
taxpayer's folder is located and fully 
examined, Co-operation with the De- 
partment in the above respects will 
much additional time at 
the time of preparation of the return 
but failure to supply the information 
may require considerable time obtain- 
ing the facts and submitting the in- 


there is no question about 
th 


( lle mt the 


respondence 


not require 


formation to the Bureau at a later 
date. 
Referring to the audit of the re- 


S 
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ports, as most of you know, a thorough 
examination is made of each report. 
Items, which are not clearly deductible, 
are referred to correspondence and a 
letter addressed to the taxpayer for 
an explanation of the deduction or 
further facts in support of the claim 
made. We attempt to include in our 
request for information all the pertin- 
ent facts which the examiner believes 
are necessary to make a proper deci 
sion in the case. Many accountants, 
upon receipt of such letter from their 
clients, write us what they undoubtedly 
believe to be a complete picture of the 
transaction. In a great many cases, 
however, they fail to include some or 
a number of the facts requested by the 
Department. Often the facts omitted 
are necessary for making a decision. 
I am also of the opinion that in cases 
where the story, as presented, may be 
sufficient under ordinary conditions to 
permit a claim, the omission of one 
or more of the facts requested by the 
examiner, may cause him to believe that 
the omission was intentional and, if 
submitted, would result in a different 
decision. Much time could be saved 
by stating the exact facts requested by 
the Department and in addition there- 
to, giving your story to further support 
the claim of the taxpayer. 

A year or two ago I outlined to 
you the procedure in revision and re- 
fund. We still find that many ac- 
countants fail to give any consideration 
to the provisions of the law which 
limit the adjustment of an assessment 
or the issuance of a refund to within 
one year from date of the assessment 
or two years from the date of filing 
the return, whichever event occured 
later. Where an assessment is issued 
by the Department, we will consider 
adjustments of the assessments through 
the correspondence. However, the fact 
that we will ask for more information 
and state that the assessment is being 
reviewed, does not act to stay the 
running of the statute, and if you do 
not received a final decision within 
one year from date of the assessment, 
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you should file a claim for revision on 
Form 113 so as to protect your clients’ 
rights. With each assessment mailed 
from our office there is an instruction 
setting forth the time within which 
the tax must be paid and the period 
within which the taxpayer has to file 
an application for revision, that such 
application must be on Form 113; 
but we will consider an adjustment if 
it can be made within the one-year 
period without the filing of such claim. 
We have recently instructed all ex- 
aminers handling protests on assess- 
ments to include as a closing paragraph 
the notice that their letter does not 
act as a formal claim, stating the 
period within which formal application 
may be filed. If you are protesting 
any adjustment, you should be sure 
to have some record so that you may 
be able to file the formal forms re- 
quired before the running of the statute 
occurs. 

In general, when corresponding with 
the Bureau you should be sure to in- 
clude the taxpayer’s full name and 
residence address. When writing in 
reference to an assessment issued by 
the Department, give the assessment 
number which appears in the upper 
right hand corner of the form. If 
replying to a letter, you should refer 
to the division and code number usually 


oO 


appearing in the last paragraph of the 
letter. We also run into some difficulty 
when accountants are filing tentative re- 
turns for their clients. They give the 
taxpayer’s name and their own firm 
address. The final return gives the 
taxpayer’s name and his own residence 
address. This makes it very difficult 
to match the final with the orignial 
reports submitted. 

I hope that I have given you an 
idea of the operations which we are 
required to perform and the difficulties 
in handling the volumne of work which 
has been received during the past few 
years. I also hope that the suggestions 
made to alleviate some of the troubles 
by submitting specific information and 
better methods of reference will re- 
duce to a considerable extent your work 
and enable us to complete operations 
and reply more promptly to correspon- 
dence and your various questions in 
the future. 

In closing, lest I be misunderstood, 
I should like to pay tribute to the co- 
operative spirit which the accounting 
profession has shown toward the De- 
partment. I look forward to a con- 
tinuation of this fine relationship which 
has a common goal of providing us 
with the best possible law and the most 
effective administration of it. 


e 


AN ADIRONDACK VIEW 


The Farmer On The Hill. Last year there were too many potatoes; Uncle Sam 
supported their price and ended-up as usual holding the bag—or rather the bags, whole 


freight cars full of them. 


In 1949, the problem was solved about as well as an accounting problem is solved when 
an unusual item is charged off to general expense. The farmers all had to reduce their potato 


acreage—less acres, less potatoes. 
But the farmers aren’t dimwits; 


besides, they had all January, February, and March to 


think—while some other people I know were extensively absorbed with audits and IRC 
problems. When May came they had the answer—they also reduced the distance between the 
rows on the reduced acres! And we not only read this, we saw it with our own bifocals. 


So, effective January 1, 
quickie tax refunds with bags of potatoes; 


1950, we expect to see Uncle’s Treasury Department paying 
and if you know the right answer to some radio 


quiz, you may get a car load of quick frozen french fries. 


1949 


Leonarp Hovucnton, CPA 
of the Adirondack “Chapter” 
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Conducted 


Capital Loss or Ordinary Loss 
\ taxpayer 


tion and duly reporte: 


sold stock of a COrpora- 
1 a capital gain. 


a later year the taxpayer was re- 




















quired to pay over the gain to the 
corporation because of certain. pro- 
visions in the Securities and Exchange 
\ct that prohibited him from disposing 
of the stock at a profit to himself. Is 
the payment to the corporation a capital 
loss or an ordinary loss in the later 
( ir: 

The Tax Court recently decided a 

e! that held a payment made in a 

later vear in connection h a capital 
c ra n an earlier year to 
ry loss. In the Tax Court 

ti ers of a corporation re 

( stributions omplete liquida 
t » 194] d ¢ h stockh« Ider ti 
ported a long term capital gain in 
tl In 1944, the stockholders, as 
erees, paid income tax deficiencies 
the corporatic ir prior years. The 

| Court held that the losses sustained 
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by the stockholders as a result of these 
payments were deductible in 1944, as 
ordinary losses and not as capital losses. 

The taxpavers had claimed the pay- 
ments which included interest and cost 
of counsel as deductions from gross 
income for “a loss incurred in a trans- 
action entered into for profit.” The 
Commissioner allowed the interest from 
the date of liquidation and the legal 
and accounting fees as ordinary loss 
deduc The deficiency in taxes of 
the corporation plus interest to the 
date of liquidation were held by the 
to deductible only 
as a capital loss since the payment made 
by the stockholder related to a 
ipital transaction and took its char- 
ter from that transaction. In fact, 
it W of that transaction 


tion 
LIOTILS, 


Commissioner be 


Was 


as a reversal 
and so should be subjected to the same 
limitat’on as iginal transaction. 
The decision emphasizes the fact that 


the or 


the distributions in complete liquida- 
tion were received by the stockholders 
under a claim of right and without re- 
striction as to disposition and these 
were reportable as income in 19412, 


lhe payments made by the stockholders 
in satisfaction of a transferee liability 
were not from the sale or ex- 
change of capital assets. The sale or 
exchange of the capital asset occurred 
in the earlier year and not the later 
one. Hence the losses resulting from 
the satisfaction of the transferee liability 
were ordinary losses. One judge dis- 
sented and wrote an effective dissenting 
opinion. This judge held that the pay- 
ment of the tax by the stockholder was 
not an ordinary loss, but that it arose 
as a consequence of a distribution in 
complete liquidation in 1941. The 


} 
losses 


20, 1949. 


ett, 286 U.S. 417. 
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stockholders took the distribution sub- 
ject to any adjustment for the potential 
liability for taxes. The loss grew out 
of and was a result of the distribution 
and the nature of the loss should have 
the same character as the transaction 
out of which it arose, namely, a cor- 
porate distribution treated as a capital 
transaction. The loss was incurred be- 
cause of a corporate distribution of 
too great an amount. If the tax had 
been paid currently by the corporation 
there would have been no loss, but the 
financial result for the stockholder 
would have been different. Thus, this 
judge holds that there was merely a 
diminution of the capital gain received 
in the earlier distribution. 

While the State Tax Commission 
need not follow the federal determina- 
tion, and probably would not in a situa- 
tion of this type, the argument of the 
taxpayer and the majority opinion 
would be the basis of an effective pro- 
test against a contrary determination. 


Federal Accrual of Additional 1% 

New York Franchise Tax 

A ruling has just been published? 
holding that the additional 1% tax for 
years ended July 31, 1948, to and in- 
cluding December 31, 1948, as pro- 
vided by the 1949 Legislature* are 
accruable and deductible on federal 
returns for the taxable year following 
the year 1948. The New York 
Franchise Tax accrues on the first day 
of a corporation’s taxable year. It is 
also the general rule that a new law 
which merely changes the rate of taxa- 
tion does not ordinarily change the 
recognized accrual date. But where 
the change in rate occurs after the close 
of the corporation’s taxable year, con- 
sideration must be given to the ques- 
tion whether the statute changing the 
rate was passed in ample time to allow 
the taxpayer to readjust its accounts 
prior to the due date of the return. 


In this case the amendment to the 
3 LT. 3968, 
4 Chapter 241 of the Laws of 1949, 
5I.T. 3849, CB 1947—1, 18. 


1949 


franchise tax law changing the rate 
from 414% to 51%4% became effective 
on March 21, 1949, which was after 
the due date for filing federal income 
tax returns for all fiscal years ending 
between July 31, 1948, and December 
31, 1948. Hence the proper franchise 
tax accrual for such taxpayers is at the 
rate of 414%. The additional 1% is 
deductible in the succeeding taxable 
year. 

In 1946, the New York State 
franchise tax rate was retroactively de- 
creased. Under a ruling issued then, 
corporations which accrued the New 
York State franchise tax at the rate 
of 6 per cent and claimed it as a de- 
duction in their Federal income tax 
returns for taxable years ended Decem- 
ber 31, 1945, and prior thereto, were 
considered to have properly accrued 
such tax and the deductions claimed 
therefor were allowed. However, be- 
cause a part of the liability for the 6 
per cent tax was later extinguished, 
the excess accrual (the difference be- 
tween 6 per cent and the reduced rate 
of 4%4 per cent) had to be reported 
as income in the succeeding taxable 
year. 


Allocation—Payroll Factor 


Prentice-Hall, Inc., in its Report 
Bulletin No. 5 (September 12, 1949) 
makes an interesting comment on a 
common situation where an employee 
is listed on the payroll of one company 
though he is employed in the activities 
of an affiliated company. Suppose a 
foreign subsidiary corporation has a 
permanent and continuous place of busi- 
ness outside the state. In its opera- 
tions it uses employees who are carried 
on the payroll of the parent corpora- 
tion which has no regular place of 
business outside the state. 


On its New York franchise tax re- 
port the subsidiary corporation will 
not be permitted to include such em- 
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The 


ployees in its payroll allocation factor. 
Furthermore, it would be held that 





it a regular place of business 
0 he state since such so called 
employees are not employees of the 
subsidiary corporation and hence that 


corporation does not have a bona fide 
office outside the state regularly main- 
tained by its employees. It would 
[ not be permitted to allocate 
from the property 
le the state. 

\ consolidated return for both com- 
panies would enable t! 


sales of 


he corporations 
to get the benefits of a complete allo- 
cation but that would require the con- 
sent of the Tax Commission. It would 
be simpler to put the employees on 
the payroll of the subsidiary company. 


Allocation—Rented Property in 

the Property Factor 

Until the recent amendment to sec- 
tion 210 of Article 9-A, only real prop- 
erty owned by a corporation could be 
considered in determining the prop- 
erty factor in the allocation formula. 
Now property rented by a corporation 
may also be considered in this factor. 
The Tax Commission is still working 
on a regulation that will fairly admin- 
ister this new provision. 

In the interest of simplicity it has 
been suggested that rented property be 
used in the allocation formula only 
where the statutory formula does not 
properly reflect the activity, business, 
income, or capital of a taxpayer within 
New York. Under sec. 210 (8) the 
Tax Commission now has the power 
in such a situation to use other methods, 
factors, or formulas and, therefore, the 
addition of subdivision 10 to sec. 210 
is really unnecessary and should be 
repealed, particularly since it is likely 
to cause many taxpayers unnecessary 
hardships. 

It has also been suggested that gen- 
eral and administrative offices, for 
which a taxpayer pays rent, be ex- 
cluded from consideration under the 
property factor. There is precedent 


in the law for such an exclusion in 
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the payroll factor which excludes con- 
pensation paid to general, executive 
and administrative officers. (Art. 414 
(2) ) Premises occupied and super- 
vised by executives and administrative 
officers might be excluded. This may 
be desirable since many corporations 
that maintain such offices in New York 
will have this factor weighted against 
them with a resulting increase in tax. 

It has been suggested that storage 
payments in a public warehouse should 
not be construed as rent. Under the 
receipts factor the use of a public ware- 
house outside the state for the storage 
of merchandise does not make the 
warehouse a permanent and continuous 
place of business outside the state al- 
though it may be a regular place of 
business. Sales made from such a ware- 
house could not be allocated outside 
New York. 

In determining the value of rented 
property the suggestion has been made 
that the assessed values of such prop- 
erty be used in the allocation formula. 
The objection to this method of valua- 
tion lies in the fact that assessed valua- 
tions vary widely in different states 
and localities. In many localities there 
is one assessment for county purposes 
and a different assessment for city pur- 
poses. 

Another suggestion offered is that 
the property factor be computed on 
the basis of an average of three sepa- 
rate percentages, one for real property 
owned, the second for other tangible 
property, and the third for rented prop- 
erty. The average thus obtained would 


be the percentage for the property 
factor. Such a formula would avoid 


consideration of problems of valuation 
of rented property and should make 
administration of the new provision 
simple and equitable. It would avoid 
controversies between the taxpayer and 
the Tax Commission and should mini- 
mize the task of preparing the return 
as well as the work of auditing it. It 
is more realistic to compare like factors 
(rented property within New York to 
total rented property) than unlike 
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factors (rented property within New 
York to property owned, or the re- 
verse). 


Application for Consent to 
Dissolution—Form 1001 C. T. 
One of our members would like to 

know how to answer the questions on 
this form referring to final audits and 
final determinations by the Treasury 
Department. Question 8 reads, “Has 
this company made its final income 
tax report to the Federal Government 
covering the period from the end of 
its last fiscal year to the date of its dis- 
continuance?” This question would 
appear to require merely a yes or no 
answer. A second part of the question 
reads, “If so, what was the amount 
of net income shown in such final re- 
port?” The answer to that part of 
the question is not related to any audit 
or final determination. 

Question 9 reads, “Has the United 
States Treasury Department or its 
agents made final audits of the various 
income tax returns of this company 
from January 1, 1916 to date?” “If 
so when made?” If the taxpayer is 
in any doubt as to the finality of the 
audit a rider should be submitted with 
the application indicating the status of 
any determination as of the date the 
application for consent to dissolution 
is made. 

Question 10 calls for the “full re- 
sults of such audits as to the amount of 
net income as finally determined” for 
each year covered. This is the question 
that really raises the problem of when 
a final determination has been made. 
In the August, 1949, issue of the New 
York State Tax Clinic we commented 
on the meaning of a final determination 
and quoted from Article 571 (a) of the 
income tax regulations which says that 
letermination is an irrevocable 

adjustment ... from 
exists no further right of 
administrative or judi- 
form 1000 C.T., 

yt as to whether a 

is final the 


“a final 
determination or 
which there 
appeal either 
cial.”” In preparing 
if there is any doul 


determination for any 


vear 


taxpayer should attach a rider explain- 
ing the nature of any proposed changes 
in net income and the status of any 
litigation over the question. 

Question 11 reads, “Has the United 
States Treasury Department, or its 
agents, made any changes for any year 
in the amount of net income . . . which 
changes have not heretofore been sub- 
mitted to the Department of Taxation 
and Finance for suitable action?” The 
question calls for full particulars to be 
submitted on a rider. 

If a taxpayer were to wait for a 
final determination of any proposed 
change in net income before obtaining 
a consent to dissolve, dissolutions 
wouid be hampered and held up un- 
necessarily. As a matter of fact the 
Tax Commission is aware of the fact 
that considerable time may elapse be- 
tween a proposed change and a final 
determination. In Question 12 of the 
application the Commission asks, “if a 
final audit has not been made by the 
Federal Government .. . have the direc- 
tors... set up proper reserve funds to 
meet any additional assessment of in- 
come taxes or franchise taxes which 
may hereafter be made by the Federal 
Government or the State of New 
York ?” 


Closing Agreements 

When Article 9-A was rewritten in 
1944, a provision was included in the 
Tax Law (Sec. 171.22) giving the Tax 
Commission authority to enter into a 
closing agreement with a taxpayer re- 
garding any tax liability. This section 
of the law permits the Tax Commission 
to enter into a written agreement which 
is final and conclusive in any case ex- 
cept upon a showing of fraud, malfeas- 
ance, or misrepresentation of a material 
fact. Under such an agreement a case 
may not be reopened or modified by 
any agent of the State, nor in any suit 
may the agreement be annulled, modi- 
fied, set aside or disregarded. The pro- 
vision for closing agreements applies 


also to taxes under Article 9. (Reg., 
Art. 640) One reason for this provi- 
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The New York 
iit for elg 
that had doing business in 
York without paying franchise taxes 
to settle their obligations for a five year 
period (under another provision of the 

1 ol assurance of the 


law) and obtain the 
Tax Commission that their liability for 
definitely and 


n corporations 


New 


sion was to pern 
| been 


would be 


Real Estate Corporations Holding 
Capital Stock in Other Real 
Estate Companies 
A group of stockholders own stock 

ina ager r of real estate corporations. 

They wish t of their holdings 

eal estate companies to 

several of the other companies. Will 
such a transaction affect the classifica- 
tion of the latter companies ? 

\ real estate corporation may hold 
other real estate corporations 
and still retain its classification as a 
real estate company, but it must hold 
the entire capital stock of the other 
real estate corporations (Art. 9, sec. 
182). Even the holding of a controlling 
interest is not sufficient. In the ques- 
tion submitted, the stock of one real 
estate corporation would be held by 
several other real estate companies, so 
that no one of the latter would be own- 
ing the entire c: apital stock of a real 


0 cdi lispose 


in one of the 1 


Stoc k ot 


g 
estate company. They would therefore 
lose gels classification under Art. 9, 


and be taxable under Art. 9-A. 
However a real estate corpor. ition does 
its classification if ‘during the 
not more than ten per 


come 
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not lose 


prece ding year, 
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companies without affecting the clas- 
sification of the latter companies. 


Application for Revision of 

Franchise Tax 

Ordinarily an application for revision 
of a franchise tax must be made on a 
regular form (7 C.T.). Where the re- 
vision is made necessary because the 
Treasury Department has reduced the 
net income of a taxpayer, the formal 
application is not required. Under sec. 
212.4, the Tax Commission requires a 
taxpayer to report any change made by 
the Commissioner of Internal Revenue. 
The Tax Commission has the power to 
reaudit the taxpayer’s account based 
upon the entire net income as changed. 
This section of the law further provides 
that if it appears that the taxpayer has 
overpaid his franchise tax, any excess 
may be credited or refunded to the tax- 
paver. Because of this provision in the 
law, the Tax Commission has ruled 
that it is unnecessary for a taxpayer 
to file a formal application for revision 
to obtain a refund where the latter is 
due to a change in net income made 
by the Treasury Department. This rul- 
ing does not prevent the taxpayer from 
making a formal application for re- 
‘ision if the taxpayer does not wish to 
restatement of the account 
Tax Commission (Rul- 
1949), rung an appli- 
filed within one year 
hes reaudit and re- 


accept the 
as mz ude | dV the 
ing of Sept. 15, 
cation may be 
time of 


from the 
statement. 
Change in Accounting Period 

Under the 
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his accounting period 


Internal Revenue Code 

permission, change 
from a period of 
nths cues on the last day 
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twelve mi 








of a month to bg cmprdge months 
nding ‘ h 1 + 
ending on the last day of another 
— ; : : 
non 1 such a § tion THeETEe 1S. a 
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first new period. A separate return is 
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The Shoptalkers 


Conducted by Lewis Guutck, C.P.A. 


Law: I've got a question for the 
gang today. I think I’ve the right an- 
swer, but I’m willing to throw it to you 
wolves. 

Kid: Shoot! 

Law: Friend of mine, a lawyer, 
engaged to make a claim for refund. 
He procrastinated too long, and the 
statute ran. His client demanded that 
my friend pay him. So he tried himself ; 
brought in a verdict of “guilty of 
laches”, and paid over the amount of 
the claim, less the twenty-five percent 
he would have taken as his fee. Now he 
asks mie, is that a deductible expense? 

The Gang: 
ways) NO! 

Law: [asy, 
You first, Kid! 

Kid: That expense certainly 
shouldn't be ordinary; and it definitely 


(In many tones and 


easy! One at a time! 


Philo: 
like fines, 

Oldtimer: Your friend probably 
paid up less to keep the goodwill of 
the one client than from the resulting 
damage to his reputation had the client 
raised a fuss. Payments for obtaining 
or retaining goodwill are capital costs. 

Law: You've hit all the nails on 
the heads, and I thank you. 

Shoptalker: Sounded to me like 
my favorite radio program with the Kid 
as Little Joe and Oldtimer as Hersch- 
field. 


Payments for damages are 
not deductible. 





Lewis Giuick, C.P.A., who has 
been a member of our Society since 
1924, has resumed the 


1 
‘countancy in the Fast 


practice ol 








cel \ { his g oup O Shop- 
talkers to our columns. We would 
velcome vour acceptance of his in- 
Vi yn to partici in: the discus- 











Kid: And Philo as the Senator! 


Not bad! 
Philo: The radio gang is funny. 
What happened to Law’s friend wasn’t. 


Oldtimer: The unanimity of our 
replies is a bit unusual. I wish I had 
Oppy here. 

Law: IVho is Oppy? 

Oldtimer: He’s my ace in the 
hole on all tax matters. He is more 
largely responsible for the success my 
firm has had in tax affairs than any one 
man. He’s a middle-aged curmudgeon, 
carefully avoided by most of the staff as 
a grouchy pessimist, but consulted by 
them almost too often. He’s a genius 
at finding flaws, and picking holes. He 
yot his name many years ago, when he 
was a staff accountant. Got into an 
argument with my then British partner, 
who didn’t like to have his opinion chal- 
lenged. Finally, he realized the young 
man was really working for the best 
interests of the firm, and dubbed him 
“His Majesty’s loyal Opposition”, 
which was soon shortened to “Oppy”, 
and I doubt if most of my present staff 
have any idea of what name goes on his 
pay check. 

Kid: I'll warrant it’s a good one, 
too. A firm really needs a man like 
that, but only a big one like yours can 
afford him. 

Shoptalker: Speaking of big 
firms, I got an interesting reaction to 
our conversation about the Golden 
Rule (September issue). One man was 
so inured to big corporate clients, in 
which no one officer could own a con- 
trolling interest, that he could not see 
the tie-in between Schedule F and 


question 9b of Form 1120. Anybody 
else have the same trouble ? 
Law: I did. But Philo set me 


right. If the percentage of shares held 
by each officer is set forth in the 
columns provided in Schedule F, it 
immediately becomes apparent, in a 
close corporation, how question 9b 
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(ownership of fifty per cent or more) 
must be answered. 

Philo: Thanks for the ad, Law. 
But I take issue with the Kid on his 
last remark. Obviously only a big firm 
can employ a man full time to imper- 
sonate a revenue agent, or government 
counsel. But any man can get consul- 
tation, unless he has an overweening 
a sie 


Kid: Or fishhooks in his pockets. 


Philo: .and I never forget what 
my first and best boss did for his staff. 
He never let a report out of the office 
without having it criticized by one or 
more junior staff men. We had to put 
our comments in writing; wonderful 
practice in learning to write reports. 
We were encouraged to ask questions. 
“It’s a cinch,” he would say, “that if 
you boys, who are studying nights and 
practicing days, don’t understand what 
I’ve put in the report, the client won’t 
either.” 


Oldtimer: It’s a fine scheme. And 
sometimes a beginner, just cutting his 
tax teeth, will come up with a question 
or comment that the in-charge senior 
has overlooked. 


Kid: Recently was reading how 
Tinker and Evers of the old Cubs 
would not talk to each other off the 
field, but made the greatest second base 
combo ever. It isn’t quite as bad as 
that between me and my partner. We 
have some hot arguments, sometimes 
acrimonious, and you notice, he never 
comes to this lunch club. Thinks its 
a puerile waste of time and money. But 
our taxes and audit reports go out with 
darn few flaws in them. We pick on each 
other but we make some pretty double 
plays. Furthermore, (as he paid his 
check) this session was worth it, even 
if I hadn’t eaten. 

Philo: All right, I'll bite. Why? 

Kid: Because from now on my 
partner is also going to be called 
“Oppy.” 





The Shoptalker got Oldtimer aside 
as they were leaving the building and 
asked him to explain the paradox of 
“Oppy”, whom the staff avoided, yet 
consulted too much. 

Oldtimer: That's easy. They 
avoid him for everything except taxes; 
but are mostly too lazy to look up even 
the simplest matter. Oppy can give ‘em 
chapter and verse so easily. 


New York State Tax Clinic 


(Continued from page 716) 


applying the exemptions and rates and 
determining the tax, the latter is pro- 
rated to the number of months in the 
short period. If the taxpayer feels that 
the result is inequitable he may apply 
to the Commissioner for permission to 
compute his tax by using a full twelve 
month period from the beginning of 
the short period to the end of a twelve 
month period, even though this runs 
into the next taxable period. The tax 


1 


» be paid for the short period is that 
part of the total tax which the income 
of the short period bears to the income 


of the twelve month period used in 
i the taxpayer was 
ce at the end of the twelve 
month period, he may use a twelve 
‘last day 





The New York law is different. 
While the income is adjusted to an an- 
nual basis (Art. 529) the exemption is 
prorated before the income is put on an 
annual basis (sec. 370). After deter- 
mining the tax on an annual basis, it 
is prorated for the fractional year the 
same as under the federal law. There 
is a provision in the Regulations that 
the tax shall not be lessened because of 
a change from one fiscal year to an- 
other. A net capital gain for an interim 
period is also placed on an annual basis 
and the tax separately computed for 
capital gains. On an interim return the 
optional deduction is not permitted. 
There is no provision in the state law 
for using an actual twelve month pe- 
riod to determine the tax for the in- 


terim period. 
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Book Reviews 


(Continued from page 667) 


Cases and Materials on Law and 
Accounting 


By Donald Wien- 


Schapiro and Ralph 
shienk. University Casebook Series, THE 
FouNpDATION Press, INc., Brooklyn, N. Y., 
1949. Pz ages : xxi + 935, including appen- 
dices ; $8.00. 


This text of some 800 pages is divided into 
five chapters, of which the first, and briefest, 
deals with double-entry bookkeeping and 
analysis of financial statements. The remain- 
ing four chapters deal with accounting as- 
pects of the problems encountered in the 
four different legal areas indicated by the 
chapter headings: (1) receipts, costs and 
profits as justiciable issues in contractual 
agreements, 130 pages ; (2) accounting for 
the corporate enterprise, 250 pages; account- 
ing in public utility regulation 170 pages; 
and trust and estate accounting, 170 pages. 


In the first chapter the lawyer who seeks 
the briefest introduction to enough account- 
ing to enable him to understand how a balance 
sheet and income statement are arrived at 
and what they reflect, will find an instructive 
presentation of the subject—one by no means 
simple, however, since, in addition to system- 
atic presentation, one encounters such items 
as an extended essay on costs and profits in 
present day accounting, reproduced from the 
Bulletin of the National Association of Cost 
Accountants, and an essay on financial state- 
ment analysis and purchasing power changes 
supplied by a contributor, presumably an 
economist. In each of the four other areas, 
cases furnish a considerable portion of the 
material, although excerpts from accounting 
works and S.E.C. regulations are also given. 
Both the lawyer and the accountant will find 
much in each of these sections of interest, but 
none of them is to be regarded as a system- 
atic treatment of the subject. As an ad- 
dition to a well-stocked library, the book 
thus has its place for occasional reference. 


The work is offered, however, apparently 
not for any such purpose, but as one of the 
University Casebook Series, intended pri- 
marily for law schools; and the authors state 
that it has been developed “principally with 
the aim of promoting skills most useful in the 
practice of law.” The selection of the four 
specific areas is explained on the ground 
that they “provide adequate opportunity to 
introduce the important accounting concepts.” 


In all of the four areas chosen, except that 
of public utilities, a course is conventionally 
given in law schools to virtually all students. 
The question immediately suggests itself 
whether the proper place for a study of the 
accounting aspects of these subjects is not 
in those courses themselves. Certainly, with 
respect to corporations, matters of “account- 


1949 


ing concepts and controls over corporate di- 
stributions, delineating the rights of creditors 
and classes of stockholders” (which occupy 
over 200 pages in this work) are so inti- 
mately interwoven with the law of corpora- 
tions that no proper study of the law can be 
made without them. Once such study has been 
made, it is difficult to understand why they 
should be further studied in a course on ac- 
counting. Much the same might be said of 
the material on trust and estate accounting. 


The authors state, indeed, that at Yale 
Law School, where they have given the course 
out of which this volume developed, they 
“experimented successfully with taking over 
parts of Chapter III [dealing with corporate 
accounting] into the Business Units program” 
and they further state that “it is possible to 
integrate the chapter on corporations, utility 
and estate accounting into the conventional 
courses on those subjects.” If this is done 
the material itself, it would seem, should be 
integrated into the texts commonly used in 
those subjects. 


So many lawyers have found it possible, 
without specific training in accounting, to 
practice successfully in all branches of busi- 
ness law, including those specifically covered 
in this volume, as to make one wonder just 
how much accounting it is necessary or de- 
sirable to add to the already overcrowded 
law school curriculum, particularly when one 
finds that the typical curriculum seems to 
have no room for adequate drilling of the 
prospective lawyer in the most pervasive ac- 
tivity of his later years, that of drafting in- 
struments, pleadings and the like. A brief 
introduction to financial statements and ac- 
counting measures of profits, gross receipts 
and costs, commonly involved in contractual 
arrangements (in particular, in employment 
and partnership contracts, which the present 
text somewhat unaccountably slights) would 
seem to be quite adequate for the law student. 
Further accounting studies not directly in- 
volved in the subject matter of particular 
courses would seem better left for mastery by 
the practicing lawyer when, as and if the 
occasion therefor arises. 


Lewis MAYERS 


Department of Law 
The City College of New York 


Basic Accounting 
By Ralph L. Boyd and Robert I. Dickey. 
RINEHART & Company, Inc., New York, 
1949. Pages: xv + 687; $5.00. 


The word “basic,” according to Webster, 
refers to the “fundamental, principal or es- 
sential part of a thing.” The authors in their 
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lucid explanation of the purposes 
of accounting. The authors have rendered an 
excellent service for those who have felt the 
need for such a text for some time. 


M. RYAn 


from the 


HENRY 


Iona College 


€ 
New Rochelle, N. Y. 


The Supervisor’s Management Guide 
Edited by M. Joseph Dooher and Vivienne 
Marquis. AMERICAN MANAGEMENT Asso- 

New York, 1949. Pages: 190; 

$3.50 to non-members of American Man- 

agement Association. 


CIATION, 


This handbook covers a wide range. It is 
organied into eight sections, with articles by 
eople working directly in the field, and by 
eople in universities where research into 
his rather newly recognized aspect of busi- 
is being conducted. There are specific 
suggestions for developing skills in speaking 
effectively, and for conducting conferences so 
that all present will want to participate (as 
well as suggestions for ways of meeting nega- 
tive responses). There is a comprehensive 
self-analysis quiz, with answers carefully 
discussed, as well as a much briefer quiz, 
“How do I rate as a supervisor?” and, also, 
an industrial relations check-list. 

The handbook reiterates constantly, and 
very properly, that each individual is a per- 
son in his own right, and that we cannot 
overestimate the importance of understanding 
in working with people. However. in some of 
the articles, one gets the impression that the 
author finds it difficult to practice what he 
preaches: one gets a feeling that “high brass” 
is addressing a group of “non-coms”. Even 
so, the handbook represents a real contribu- 
tion to the point of view that holds that 
human relations in America will be solved 
through the team spirit as Lawrence A. Ap- 
pley in his foreword states “enlightened 
managements are transferring emphasis from 
technology to humanics, striving to apply to 
their human problems the same creativeness 
that characterized their achievements in the 
field of things.” 

The concluding section, “A Human Rela- 
Reading List’, is excellent, not only 
because of the annotated list of books dealing 
specifically with the human problems of man- 
agement, but because of the fact that its 
compiler recognizes how broad a knowledge 
must be brought to bear, and so includes 
studies in anthropology and sociology as well 

mmunication and semantics. 
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